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THE development of the theory of wages among Eng- 
lish economists, and more particularly the growth of the 
wages-fund doctrine, have received abundant attention 
from students of economics. It may be that the last 
word has not been said on the history of this phase 
of economic theory; but the course of thought, from 
Adam Smith down, has been considered more or less by 
every writer who has attempted a discussion of the cru- 
cial subject of wages. Among English economists, how- 
ever, there has been a singular neglect of the treatment of 
the subject by their German associates. An important 
departure from the lines of reasoning traditional among 
the classic writers was made by Hermann before the days 
of John Stuart Mill; yet the insular condition of social 
and political speculation in Great Britain in the middle of 
the century, and the stagnation of economic thought in 
particular, prevented any breath of influence from reach- 
ing English thinkers. In the marvellous activity in eco- 
nomic study among the Germans during the past genera- 
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tion, the treatment of the subject of wages, in current 
text-books and hand-books, has largely followed a line of 
its own; but English economists, active as has been their 
criticism and revolt against the earlier teaching of those 
who wrote in their own tongue, have not sought light 
fromthe Germans. Within very recent times it is true 
that international relations have established themselves. 
First American students, and then English, have begun 
to feel the pulse of German activity; while the Germans, 
though perhaps disposed to overrate the sufficiency of 
their own work, are too cosmopolitan in scientific spirit 
to neglect the march of thought in any country. But on 
the particular subject now under consideration — the de- 
tails of reasoning on capital and wages —the thinkers of 
the two races still pursue their several ways, and even 
now have hardly come in touch with each other. It is the 
object of the present paper to follow the peculiar develop- 
ment of German thought, and to consider the significance 
and the value of the treatment of wages which has become 
a traditional part of it. 

I have already referred to Hermann as the writer who 
began the breach with the English theorists. Before the 
time of Hermann it is difficult to find much that is promis- 
ing in German economic thought, beyond the work of 
popularizing and spreading the views of Adam Smith. 
Hermann was an incisive and original thinker; and his 
reasoning on wages and capital is as unquestionably the 
source of the treatment of this subject in German text- 
books, as Ricardo’s on international trade is of the hand- 
ling of that subject among the English. To understand 
its significance, however, it may be helpful to consider 
briefly the stage which the theory of wages had reached 
among the classic writers of Great Britain, then in the 
zenith of their influence and authority, from whom Her- 
mann got his impulse, and with whom he, first among 
Germans, undertook to differ on solid grounds. 
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Adam Smith had begun by pointing out the dependence 
of labor on capital. Before his time speculation on this 
subject, except for scattered remarks as to the connection 
between wages and the price of laborers’ necessaries, 
was virtually a blank. On no topic does the Wealth of 
Nations mark more distinctly a new era in economic think- 
ing. The initial point in Adam Smith’s reasoning, here 
as elsewhere, is the division of labor. This brings com- 
plicated industry, and the need of stocks of food and 
materials; and, since laborers rarely are the owners 
of such stocks, advance to laborers of the wherewithal 
to maintain themselves becomes inevitable. Hence their 
remuneration depends on the funds “which are des- 
tined for the payment of wages.” How far Adam Smith 
can be regarded as the author of the wages-fund doc- 
trine it is not the purpose of the present paper to con- 
sider. I will only venture, in passing, to express my 
opinion that the change and development among the later 
writers of the classic school is much less marked on this 
subject than is implied in most statements on the histori- 
cal development of the wages-fund doctrine. 

Adam Smith analyzed the funds out of which labor was 
paid, as: first, stock, or capital, for paying laborers en- 
gaged in production ; and, second, revenue wherewith to 
pay servants and dependants. His followers gradually al- 
lowed the second element to disappear. The numerous 
writers who intervened between Adam Smith and Ricardo, 
— Malthus, Lauderdale, Sismondi, Ganilh,— whether they 
followed the great Scotchman subserviently or endeavored 
to criticise or supplement him, agreed in expounding the 
dependence of laborers on capital in developed societies. 
As they fixed their attention more and more on modern 
conditions, in which, as compared with the feudal régime, 
menials and dependents are less significant in numbers 
and importance, the second of Adam Smith’s constituent 
of the funds for paying laborers dropped out of sight; and 
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capital alone became the source of their remuneration. 
With Ricardo this simplification of the problem is most 
unequivocal. Half-consciously and half in pursuance of 
his bent for quasi-mathematical reasoning, Ricardo as- 
sumed capital to be the single source from which laborers 
were paid, and reasoned in a manner that implied the ex- 
istence at any moment of a certain quantum of capital, 
which, divided among the number of laborers, determined 
market wages. Ricardo did not undertake to prove the 
premise from which he reasoned. Here, as on other 
subjects, he accepted it as sufficiently established by 
Adam Smith. He was interested, in any case, chiefly in 
permanent or natural wages, which gave the key to his 
theory of profits and distribution; and his conception of 
the relation of wages and capital is to be inferred from the 
drift of his reasoning rather than from explicit statement. 

Later writers added nothing: they simply restated with 
firmer conviction what Adam Smith and Ricardo had 
worked out for them. As with the two leaders, wages 
are said to depend on capital ; and, as with Ricardo, this 
broad proposition serves chiefly as an introduction to the 
theory of population, and so to that of the standard of 
living and of natural or normal wages. In what sense 
food and clothes are capital, why laborers must be paid 
from capital, whether this dependence is the lot of all 
laborers in all times, are questions which receive the 
briefest consideration or none at all. Even a writer like 
Richard Jones, who protested against this doctrine, as 
against others put forth by the Ricardian school, did so 
chiefly on the ground that it held good only of laborers 
in modern industrial societies: he never thought of deny- 
ing its validity as to the hired laborers of modern times. 
In this rough and ill-defined form the proposition that 
wages depend in the first instance on the number of the 
laborers as compared with the quantity of capital, was 
copied from book to book. Even the fixity of the fund, 
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which was the occasion of the greatest derision when 
the subject came to be overhauled in later times, hardly 
appears in the compendiums of the period from 1820 to 
1850, whether in the slender Conversations of Mrs. 
Marcet, the emphatic Principles of M’Culloch, or the 
imposing volumes of the younger Mill. In truth, wages 
at any moment — market wages, as the phrase went — in- 
terested these writers but little. They laid stress on nor- 
mal or natural wages as depending on the pressure of 
population and the standard of living. The relation of 
capital or wages-fund to wages, the causes determining the 
growth of the wages-fund, the ultimate source of wages 
or the fundamental basis of the whole train of reasoning, 
— of these no refined or detailed examination is attempted. 

Such was the stage at which the discussion of the sub- 
ject stood in England, then the centre of interest in 
economic speculation, when Hermann took it up. Her- 
mann was one of the few Continental writers who, before 
the present movement in economics began, had read Ri- 
cardo with care, and had been affected by his example 
of rigid analysis and unrelenting reasoning; and he ap- 
proached the subject, unlike Jones and Sismondi, in a 
mood to develop rather than to question the classic doc- 
trines. The first edition of his Staatswirthschaftliche 
Untersuchungen was published in 1832. The second and 
enlarged edition of 1874 served rather to amplify his 
reasoning than to add anything substantially new. The 
high intellectual quality of the book and the indepen- 
dence of its thought are beyond question ; and the German 
economists are certainly not without justification in their 
admiration of Hermann’s work and in their willingness 
to accept his doctrines. 

As tu wages, Hermann objects to the doctrine then cur- 
rent in England on several grounds. First, the number 
of laborers paid diioctly out of the income of consumers is 
too large to be overlo.ked; and Hermann notes with ap- 
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proval that Adam Smith had made “revenue” as well as 
“stock” a source from which wages are paid. Next, the 
proportion of wages-fund to other capital is not defined in 
the current statements. This objection had been sporadi- 
cally presented in England before Hermann made it; but 
neither there nor in Hermann’s reasoning is it given 
the prominent place which it received in later times. 
The radical objection is the last one. Capital, after all, 
is not the real source from which wages are paid. That 
real source is the income of those who buy the products 
made by the laborers, or, briefly, the income of consumers. 
Here is the objection accepted as conclusive by Her- 
mann’s followers in Germany, and serving as the basis of 
their own statements of the causes determining wages.* 
To understand the views of any writer on the whole 
range of subjects of which the wages-fund doctrine is a 
part, it is needful to consider his views on the nature 
and functions of capital at large, and more particularly on 
the place in the analysis of capital of finished commodities 
consumed by laborers. Unfortunately, on this vital topic 
we find Hermann speaking with uncertain sound. Not 
that he had failed to give careful thought to the analysis 
of capital. His suggestive division of capital into con- 
sumer’s and producer’s capital has been permanently in- 
corporated into the German text-books; while his descrip- 
tion of the mode in which circulating capital (as defined 
by him) constantly passes into commodities for immediate 
use, and into consumer’s capital, may well have given the 
impulse to Béhm-Bawerk’s brilliant analysis of the grad- 
ual ripening of all capital into consumable goods. But on 
* Staatswirthschaftliche Untersuchungen, first edition, pp. 280-285; second 
edition, pp. 474-477. It is significant of the change in social conditions in the 
interval between the two editions (1832-1874) that in the first Herm iu says 
the wages-fund doctrine is practically harmful, because it encourages arro- 
gance among the employers, who are taught jto think themselves the real 
payers of wages, and so entitled to favors and bounties; while in the second 


he finds it harmful because it teaches laborers to look on employers as the real 
wages-givers, and so lures ignorant workmen into hopeless strikes. 
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the place which the finished goods constituting the real 
wages of laborers hold in the definition of capital, Her- 
mann is not clear. In agricultural operations he classes 
food for laborers as part of circulating capital.*, Else- 
where he clearly implies that all consumable commodities 
not of a durable sort, whether used by laborers, by capital- 
ists, or by idlers, are not part of capital at all.¢ In dis- 
cussing wages, he speaks of the employers’ capital as a 
fund which could act but once in paying wages, and which 
would be dissipated unless constantly replaced from the 
sale of the product,— a statement which implies that this 
capital is, at least, the immediate source from which the 
laborer’s real wages are first derived. Here are doctrines 
not clearly formulated and not entirely consistent with 
each other; defects which illustrate once again the diffi- 
culties which beset the thinker in this tangled subject. 

We are compelled, therefore, to rely for our guidance 
in following Hermann’s views on the comparatively brief 
passages in which he advances directly his theory that 
consumer’s income is the real source of wages. In these, 
standing, as they do, without support or explanation from 
other parts of his work, the difficulty is that Hermann 
did not clearly distinguish between particular wages and 
general wages,—between the causes which affect the wages 
of one class of laborers as compared with another; and the 
causes which determine the wages of all laborers. The 
nature and extent of the consumer’s demand for the 
products made by a particular set of laborers have an 
obvious effect on the wages of these laborers; and the 
inference is easy, however unwarrantable on closer 
thought, that all wages depend on consumer’s demand or 
income. The transition is made the more natural by the 
habit of considering capital in terms of money, and the 
capitalist employer as the possessor of a fund of cash 

* Staatswirthschaftliche Untersuchungen, p. 307. 


tSee the analysis of Nutzkapital at p. 221, and of fliissiges Kapital at 
p. 283. 
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which represents the apparatus of production controlled 
by him. The wages-fund doctrine, if it is to have any 
solid basis at all, must consider the capital from which the 
laborers are paid, not in terms of money, but as a stock of 
commodities in hand, which at any given moment may or 
may not be regarded as limited or predetermined. But 
the English writers whom Hermann followed, and criti- 
cised, usually spoke of it asa money fund. Ricardo had 
frequently set the example of reducing all capital to terms 
of money value; and his successors, down to Mill and 
Cairnes, constantly used illustrations which assumed the 
source from which wages were paid to be a fund of cash 
in the possession of the employer, and devoted to pro- 
duction. Hermann saw that this fund, so far as it existed 
at all, was constantly replenished from the sale of the 
disposable product; and he was naturally led to regard 
those who bought the product as the real payers of wages. 
And, to repeat, the wages of any particular set of laborers 
do depend precisely on this. Their money income and 
their share of the goods available for consumption are 
settled by the terms on which their products sell in the 
market. The appearance of the capitalist employer as a 
middleman between them and the purchaser does not alter 
this situation, so long as the competition between capi- 
talists is supposed to be free. What the employer can 
pay the laborer, and what he will pay if competition is 
free, depends on what the consumers pay him. 

Bearing in mind that the wages-fund doctrine is worth 
discussing, or replacing by something else, only as an 
attempt to discover the causes determining general wages, 
we find very great and very obvious difficulties in the way 
of Hermann’s reaséning. At bottom, he presents the old 
question whether demand for commodities is demand for 
labor; and on that question the reasoning of the classic 
writers was in essentials so simple and so sound that 
there is no escape from answering, as they did, in the 
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negative. We may intelligently measure the remunera- 
tion of an individual section or class of society in terms of 
money, and so may seek the measure of particular wages 
in the Zahlungsfahigkeit, or money demand, of those who 
buy the laborers’ product. But for society as a whole, 
and for laborers as a whole, consumable commodities 
are the only measure of income,— money and exchange 
being but devices for sharing this real income among the 
different members. Regarding general wages, we must 
seek to ascertain what determines the quantum of real 
goods which all the laborers get. Payment by consumers 
is no ultimate source of this. The ultimate source here 
can only be the output of real goods from the labor of 
society,— thé steady flow of enjoyable things which issues 
from the exertions of men. This is the total consumer’s 
income,—the source from which a!l of us, whether 
laborers or idlers, get remuneration or tribute or alms. 
It is clear that Hermann did not mean to lay down the 
simple proposition that wages come from consumer’s in- 
come in this sense. He had in mind the money payments 
of those who buy goods from the employer, and so recoup 
him for his outlays. But these purchases are of impor- 
tance only in determining the share of real wages or real 
consumer’s income got by a particular group of laborers : 
they play no part in the causes determining wages at 
large. 

The same fundamental difficulty emerges from another 
point of view. Laborers are themselves consumers, in 
many countries the largest and most important body 
of consumers. They buy commodities with their wages ; 
and their demand, according to Hermann’s reasoning, is 
an ultimate source of wages. Wages are thus an im- 
portant source of wages,— reasoning which runs so obvi- 
ously in a circle that we must be surprised to find it 
unnoticed by a mind so acute as Hermann’s. If it be 
objected that there are consumers such as capitalists or 
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rent receivers or pensioners, who are not laborers, the 
situation is not bettered. Unless we suppose the hired 
laborers to produce only commodities bought by these 
separate consumers, and to buy among themselves no 
commodities made by other hired laborers, we still find 
that consumer’s income includes in its constituent parts 
a larger or smaller element of wages, and that an unde- 
fined portion of the source of wages is simply wages. 

Hermann’s doctrine, ineffective as it is in grappling 
with the question of general wages, nevertheless has 
found its way into almost every German book on general 
economics. ‘The confusion between general and particu- 
lar wages, which recurs as constantly in the arguments of 
the defenders of the wages-fund theory as in those of its 
opponents, contributed unmistakably to its acceptance. 
Moreover, economic discussion in Germany has always 
been, much to its advantage, more concrete than that of 
Ricardo’s followers in England; and the liberal space 
given to an enumeration of specific causes affecting the 
wages of different sets of laborers, indicates an attitude 
towards the whole subject such as would make natural the 
ready acceptance of an apparently straightforward and 
practical explanation of wages as determined by con- 
sumer’s demand. At all events, hardly a book on eco- 
nomics from a German hand since the time of Hermann 
can be found in which his lead on the subject of wages is 
not more or less closely followed. 

While Hermann himself, so far as spirit and method are 
concerned, did not diverge far from the classic school, 
his views on wages seem to have gained acceptance in 
proportion as the breach with the English writers be- 
came wider. In Rau’s treatise, which expounded eco- 
nomic principles to two generations of German students 
in a spirit mainly conservative, we still find the old 
doctrine that wages depend on the quantity of capital. 
In later editions Rau referred to Hermann’s doctrine in 
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his notes, and there admitted, with caution, that the 
latter had rightly divined the ultimate source of wages; 
but the classic theory retains its place in the text in the 
dignity of large type.* In Mangoldt’s Volkswirthschafts- 
lehre, which, though not published until 1868, represents 
the methods and traditions of an earlier date, the subject 
is discreetly given a wide berth. Apparently, Mangoldt 
was not disposed to commit himself either to the old 
doctrine or to Hermann’s modification.| But in a book 
like Roesler’s on Wages, which, though it made no deep 
impression on German thought, reflected the drift of 
things at the time of its publication (1861), Hermann’s 
views appear with marked emphasis. We are told, in 
italics, that the employer’s capital is indifferent to the la- 
borers who draw their wages solely from the consumers, 
the employer being merely a middleman.{ Roscher’s Po- 
litical Economy, in which the independent German move- 
ment first took shape in a general text-book, also accepts 
Hermann’s view full-fledged. We may postpone for the 
present any consideration of Roscher’s views; the year of 
his first edition (1854) may be simply noted here as a date 
after which Hermann’s doctrine appears in almost every 
German book on general economics, with variations pres- 
ently to be considered more in detail. 

The next important and independent step, with effects 
clearly traceable in the theoretic parts of current German 
treatises, was taken by a writer still active among us, 
Professor Lujo Brentano. Shortly after the publication 
of Thornton’s book On Labour, and of Mill’s review of 
Thornton in the Fortnightly, Professor Brentano printed 


*Rau’s Lehrbuch, eighth edition, § 195. 

+ It is due to this subtle and independent thinker to say that his Political 
Economy was printed posthumously, from a manuscript not left in finished 
state. 

tC. F. H. Roesler, Zur Kritik der Lehre vom Arbeitslohn (1861), p. 141; 
cf. also p. 87. Roesler follows Hermann closely on other doctrines, especially 
in regard to the separate productivity of capital. 
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in the Jahrbiicher fiir Nationaloekonomie a paper on the 
theory of wages as developed by English economists.* 
Some further discussion of the subject was undertaken by 
him in the second part of his book on the English Trades- 
unions (Zur Kritik der englischen Gewerkvereine, 1872) ; 
and it is again considered briefly in the volume on Die 
Arbeiterverhdltnisse gemdss dem heutigen Recht (1877). 
The later publications add little to the theoretic matter of 
the paper in the Jahrbiicher, which deserves careful atten- 
tion, as being, after Hermann, the most influential of 
German contributions to the theory of wages. 

Professor Brentano’s paper divides itself into three 
parts. First comes a sketch, admirably done, of the his- 
tory of the wages-fund doctrine among English writers ; 
then a consideration of that doctrine; and, finally, an 
effective criticism of Thornton’s theory of wages. It is 
the second part, on the wages-fund doctrine, which chiefly 
concerns us here. With it goes a discussion of the the- 
orem that demand for commodities is not demand for 
labor. That theorem had been used by the classic 
writers, and especially by Mill, chiefly as an answer to 
the notion that the luxurious expenditure of the rich was 
beneficial to the poor; but Professor Brentano rightly 
treats it as a simple corollary of the doctrine that wages 
are paid from capital, and as significant in its relations 
to that doctrine. 

On one topic Professor Brentano’s views are fairly to 
be called conservative. Wages are paid in the first in- 
stance from capital. ‘There must be a stock of accumu- 
lated products of previous labor—that is, of capital — 
sufficient to support the laborers engaged in production.” 
So, in the book on English Trades-unions, Professor Bren- 
tano urges that capital is only a vehicle which serves to 

* Die Lehre von den Lohnsteigerungen mit besonderer Riicksicht auf die eng- 


lischen Wirthschaftslehrer. Jahrbiicher fiir Nationaloekonomie, 1 Folge, vol. xvi. 
pp. 251-281 (1871). 
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convey wages to the laborer from their real source; but 
its importance as the proximate source of wages is not 
denied. It is on the fixity of the fund, and the ultimate 
source whence it is replenished, that he professes to differ 
with Mill and Mill’s teachers. He points out with truth 
that the predetermination or fixity of the wages-fund was 
never clearly laid down by Mill in the Political Heonomy ; 
and, at all events, he reaches unreservedly his own con- 
clusion that there is no such fixity. The capital which 
employers will turn over to laborers is an elastic quantity. 
It can be swelled by the use of credit, or by trenching on 
the funds which the employer had meant to use for his 
own consumption; and it accommodates itself readily to 
changes in the ultimate source of wages. As to that 
ultimate source, Professor Brentano expressly accepts 
Hermann’s views: the source lies in the income of those 
who buy the laborer’s product. But he does not fail to 
notice the difficulty arising from the fact that laborers 
themselves are consumers. A rise in some wages may fall 
partly on other wages, and so may be nugatory for 
laborers as a class. But it may fall in good part on the 
incomes cf employers or lenders or rent receivers, and so 
may represent a substantial change in distribution to the 
advantage of the receivers of wages. 

The essential thing to note in Professor Brentano’s 
ingenious and able discussion is, that the capital which is 
described as the proximate source of wages is still con- 
ceived as wholly in the hands and at the disposal of the 
immediate employer of labor. It is still a “fund,” though 
one which can be swelled in one way or another. The 
best illustration of this phase, and, as I think it must be 
called, this limitation, of Professor Brentano’s analysis, is 
to be found in his treatment of the mode in which the 
capital at the disposal of employers can be enlarged. 

As was noted a few moments ago, he examines Mill’s 
statement of the proposition that demand for commodities 











14 QUARTERLY JOURNAL OF ECONOMICS 


is not demand for labor. Mill had asked how, even with 
a high demand for velvets, they could be produced or a 
demand for labor could set in, unless there were food, the 
product of former labor and therefore capital, wherewith 
to support the laborers who make the velvet. Professor 
Brentano’s answer to Mill is a simple tu quoque. In an 
advanced community, says Brentano, there can never be 
any difficulty in securing or augmenting capital; for, ac- 
cording to Mill’s own doctrine, the distinction between 
capital and non-capital lies only in the mind of the owner. 
An increased demand for velvets would cause some 
owners to change part of their possessions into capital, 
and so an effective demand for labor would appear. This 
turns the tables on Mill very neatly; for Mill had ex- 
pounded his doctrine as to the determination of capital by 
the mere intent of the owner, in language which perhaps 
fairly warranted Brentano’s use of it. But that doctrine 
itself is tenable only in a limited sense. In the long run, 
unquestionably it is true that, under a régime of private 
property, the disposition of the owner decides whether 
wealth shall be used for immediate enjoyment, or for pro- 
ducing further wealth, that is, as capital. At any given 
moment, however, tools, implements, and materials are of 
necessity capital. They are useful only for purposes of 
production. On the other hand, finished commodities 
and food exist only in a quantity which, whether rigidly 
fixed or not, certainly cannot be augmented ad libitum 
by a mere change of intention. 

Both Mill and Brentano had in mind more or less 
clearly the case of the individual capitalist, who can sell 
his house or his diamonds or his factory, and can use the 
money proceeds in hiring laborers; so transforming his 
luxuries or fixed capital into wages-capital by the mere 
change of intention. But, clearly, this is only a shifting 
of capital and wealth from one hand to another. The 
real capital (we may accept for convenience the tradi- 
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tional phraseology in giving this name to it) which re- 
munerates laborers consists in the consumable commodi- 
ties which they buy with their money wages. These 
commodities are not in the hands of the individual capi- 
talists who employ the laborers; and their quantity can- 
not be directly augmented by any change of disposition 
on the part of those capitalists. Whether a larger or 
smaller quantity of such real wages can be secured by 
hired laborers, through an increase of the purchasing 
power in terms of money turned over to them by their 
immediate employer, is another question, the answer to 
which must involve a consideration of the extent and the 
composition of the supply of finished goods available for 
the entire community at a given time. I should not wish 
to be understood as committing myself to the doctrine 
that the stock of such commodities which laborers can get 
is a rigidly limited amount. But an examination of the 
causes which determine general wages must fix attention 
on this side of the industrial situation: it cannot proceed 
by simply examining what funds the direct employers of 
labor may find themselves able to pay out. 

The same difficulty in Professor Brentano’s reasoning 
appears again when he refers, as others have done, to the 
possible use of credit as a means of swelling the sources 
from which wages are paid. He remarks that the capi- 
talist will always be willing to grant larger wages, pro- 
vided he can get them back through higher prices paid 
him by the consumer; and, if it happens that he does not 
himself possess the funds for the larger payment, he 
simply borrows them. Of the individual employer this is 
unquestionably true; and of the process by which a par- 
ticular set of laborers may get better terms for themselves 
it is an accurate account. But it is hardly necessary to 
point out, after what has just been said, that a stretching 
of credit cannot possibly affect the supply of commodities 
from which real wages must come, nor serve to increase 
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general wages. This mode of approaching the problem of 
wages at large is as hopeless as that which makes the 
wages-fund expansible by a change in the intentions of 
employers. Both terms of reasoning start from the same 
untenable base,—that of considering the money in the 
hands of the immediate employers as the element on 
which depends the fixity or elasticity of the wages-fund. 
When Professor Brentano, in his book on Trades-unions, 
gives a statement of the wages-fund doctrine, preparatory 
to a refutation of it, he defines the fund as “the property 


[ Vermégen] of a country which can by possibility be used, . 


either directly or as a means of obtaining credit, for the 
payment of wages.” * Here the word Vermdégen is used 
with the same connotation of money available for paying 
wages that appears in the traditional use of the word 
“funds” by English writers. The refutation of the doc- 
trine in this form does not advance matters more than the 
advocacy of it did. 


Hermann and Brentano are the two writers who have 
taken the lead among the Germans in the discussion of 
wages. It remains now to consider briefly how that lead 
has been followed by others. It will suffice for this pur- 
pose to examine the manner in which the subject has been 
presented in some of the text-books and general works of 
recognized authority. We may select as representative 
those of Roscher, Mithoff (in Schénberg’s Handbuch), 
Cohn, and Philippovich. 

In most of these books the reader will find some such 
statement of the theory of wages as the following. There 
is lower limit and an upper limit to wages, the one deter- 
mined by the conditions of supply, the other by the con- 
ditions of demand. The lower limit rests on the cost of 
production of labor. This is explained to be the amount 
necessary for the subsistence of laborers and the main- 
tenance of their children; and it is presented as the 


* Zur Kritik der englischen Gewerkvereine, pp. 200-203. 
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dominant factor regulating the supply of labor. Engel’s 
statistical investigation of the Selbstkosten der Arbeit is 
usually referred to by way of illustrating the principle, 
and thence there is a transition to a discussion of the 
standard of living. The upper limit in wages is found by 
considering the demand for labor. This depends on its 
utility, or Brauchbarkeit, which is sometimes explained 
to mean the efficiency of labor, more often the availability 
of the labor to the employer, or what he can afford to pay 
for it. In the latter sense, the Brauchbarkeit of labor 
depends on what the employer can get from the consumer 
in the price of the thing produced. Here at last, formu- 
lated more or less explicitly by different writers, Hermann’s 
theorem is reached. 

We need not stop to consider the helpfulness of this 
mode of dealing with the theory of wages, or the signifi- 
cance of the maximum and minimum limits, separated 
by a gulf of possibly great width. A careful analysis of 
what is described as the maximum limit of wages would 
probably show that here again the Germans really have 
in mind a maximum for particular classes of laborers, and 
fail to distinguish the upper limit of this sort from the 
maximum which could go to all laborers, or to general 
wages. ‘This difficulty has already been touched on, and 
may presently call for some further consideration. For 
the moment we are concerned with the use made by 
German economists of Hermann’s reasoning as to the 
sources of the demand for labor. All of the four writers 
mentioned — Roscher, Mithoff, Philippovich, and Cohn — 
accept Hermann’s view. By all, consumer’s income is 
stated to be the ultimate source of wages. 

Roscher * likens the employer’s capital to a reservoir 
from which wages flow to the laborer, but which is stead- 
ily replenished by the consumer’s purchases of the prod- 
uct of labor. As to wages in general, the total demand 


*Roscher’s Nationaloekonomie, §§ 165, 166. The translation of these 
passages in the English edition is far from satisfactory. 
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of the purchasers of labor must coincide pretty closely 
with the total income of the community. From this it 
would seem to follow that the total income of the com- 
munity goes to laborers,—an optimistic consequence 
which, however strictly it might follow from the premises, 
Roscher certainly would not accept. Further than this 
the reasoning is not carried. The cul-de-sae to which it 
leads, as soon as we follow out the consideration that 
wages are themselves a most important form of consumer’s 
income, is veiled by sententious brevity in the general 
exposition. 

The influence both of Brentano and of Roscher can be 
clearly traced in Dr. Mithoff’s essay on distribution in 
Schénberg’s Handbuch. That great collection aims to 
state, and in the main is eminently successful in stating, 
the present stage of opinion and knowledge on economics 
among the Germans; and Dr. Mithoff’s contribution ac- 
cordingly gives an exposition which may be fairly accepted 
as typical. In it we find the traditional doctrines as to 
the supply and cost of production of labor, the demand 
for labor and its utility, and, finally, consumer’s income as 
the ultimate source of wages. Again there is no indica- 
tion that the writer is fairly conscious of the difficulties 
of this line of reasoning, consumer’s income being still 
treated as if apart from wages. How much of consumer’s 
income shall go to wages, it is explained, depends on the 
direction of consumption and the mode in which pro- 
duction is carried on. If the goods in demand, or the 
methods of production, are such that much human labor 
is required, there will be a great demand for it, and wages 
will be high. The implication is that a great demand for 
goods made by machinery will lessen the demand for 
labor, machinery being apparently conceived as some- 
thing standing apart and not requiring itself to be made 
by labor.* 


* Handbuch der politischen Oekonomie, vol. i., pp. 470,471. The reference is 
to the first edition, the later editions having made no changes. 








Ae a reer ——e—— 

















THE WAGES-FUND DOCTRINE 19 


This reasoning as to the direction of consumption is 
derived apparently from Roscher, who states, in his oracu- 
lar manner, that the demand for unskilled labor (gemeine 
Arbeit) is much affected by the direction which consump- 
tion takes, being greater if the luxury of the rich takes 
the form of hiring many dependants, and less if luxurious 
expenditure takes more modern forms, In the shape 
which the reasoning assumes in Dr. Mithoff’s essay there 
is perhaps an echo of the old-fashioned theorem that the 
conversion of circulating capital into fixed lessens the 
total demand for labor. This theorem, however, rests on 
a basis very different from that which Hermann gave 
to the Germans. It regards the “circulating capital” as 
at any one moment virtually fixed, and as the only imme- 
diate source whence wages can be paid, its conversion 
into fixed capital, therefore, diminishing irrevocably for 
the time being the total demand for labor. This is very 
different from saying, or implying, that a mere change in 
the direction of consumption will of itself affect the 
general demand for labor. The whole consideration of 
the direction of consumption as affecting wages, the dis- 
cussion of demand for hand-made goods or machine-made 
goods, for footmen or for satins, all goes back to con- 
sumer’s demand or income as the source of wages. It 
can really bear, therefore, only on the demand for one 
sort of labor as compared with another. This limitation 
of the doctrine of consumer’s income, whatever shape it 
may assume, has already been dwelt on, I fear, to weari- 
ness. The form which it takes with Mithoff, and ap- 
parently with Roscher, overlooks the simple fact that 
machines are made by labor, and that a demand for 
machine-made goods affects, not the total demand for 
labor, but the direction of demand towards (say) laborers 
who make and tend shoe machinery rather than towards 
old-fashioned cobblers. No doubt the change supposed 
might affect the demand for unskilled labor as compared 
with skilled; but, surely, our general consideration of 
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wages is not to be confined to the lowest grade, or to the 
causes bearing on the demand for that only. 

Nothing new on the doctrine of wages appears in 
Professor Philippovich’s eclectic Grundriss der politischen 
Oekonomie. There, too, consumer’s income appears as 
the ultimate source whence wages are paid. Employer’s 
capital is only an apparent source, not a real one; and ; 
Brentano’s influence appears again in the reasoning that all 
wealth can be made available for production by the trans- 
forming power of credit, and so can swell the wages-fund. 
No breach is made with the German traditions, which 
retain their hold for good or ill.* It will be interesting to 





see what ground is taken by Professor Wagner when | 
he reaches this part of theoretic economics in his great : 
Lehrbuch, for he has given more than one brief intimation 

that he accepts the wages-fund doctrine with Hermann’s : 


addition in regard to consumer’s income. 

It remains to consider the most summary among the 
statements from modern German economists,— that given 
by Professor Cohn,f which deserves attention not only ' 
because of the deservedly high reputation of its author, 
but because it suggests some further general comment. 
Cohn begins his chapter on wages with an extended dis- 
cussion of the standard of living. This is followed by 
some consideration, bearing unmistakably the marks of 
Brentano’s influence, of the peculiar conditions under } 
which the supply of labor is offered in the market. Then 
comes a brief and somewhat enigmatic section on the 
specific demand for labor. There is a degree of truth, 
says Cohn,— relative Wahrheit,—in the wages-fund doc- 
trine, in that the available capital of a community sets 
some utlimate limit to wages. How much Cohn would 
here concede is not clear, especially as he has given 
notice elsewhere that the word “capital” is used by him 


*Philippovich, Grundriss der politischen Oekonomie, § 126, pp. 269, 271. 
TG. Cohn, Nationaloekonomie, § 482, p. 642. 

















































THE WAGES-FUND DOCTRINE 21 


in a very wide sense, including all wealth whatsoever, 
whether land, machinery, materials, expensive luxuries, or 
the limited sorts of wealth to which alone the term “ capi- 
tal” is ordinarily applied in discussions of the bearing of 
capital on wages. At all events, the concession is not 
serious ; for at once we are told that for practical purposes 
the sources of the demand for labor are elastic. A rise in 
wages may take place at the expense of interest or of 
employer’s profit. If not thence, it can come from higher 
prices paid by consumers,— a brief but sufficient acceptance 
of the views of Hermann and Brentano. True, we are 
told, higher prices would in the end affect all commodities, 
and so affect all laborers, since they too are consumers; 
but this, though undeniable in the abstract, is of no prac- 
tical importance, since in actual life particular trades and 
sets of laborers have their experiences one by one. We 
never have the general case to consider. 

This virtually amounts to throwing up the whole 
theory, so far as general wages are concerned. Brentano 
had come very near doing the same thing. He, too, re- 
marked that it was an idle task to follow to its conse- 
quences the reasoning of Mill and Thornton as to the 
possibilities of a rise in general wages, since the only con- 
crete phenomenon that ever arose was the rise or fall of 
wages in a particular trade or set of trades. Hence Bren- 
tano brushed aside, much as Cohn has done, the case of 
a rise in general wages and the mode in which this can 
be secured from consumers’ income. Such a treatment 
of the subject is perfectly consistent and tenable. But it 
makes a clear admission that the whole train of reasoning 
is of no avail in unravelling the problem of general wages. 
Implicitly, rather than explicitly, the ground is taken that 
the wages of particular laborers rise and fall, and the 
causes of the rise or fall can be traced; and, in analyzing 
those causes, consumers’ income is rightly found to be an 
important factor. But wages in general are an abstrac- 
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tion, a thing having no real existence; and speculation 
on such a topic is simply reasoning in the air. 

Some such position as this the Germans must take if 
they cling to the mode of exposition traditional among 
them. Perhaps it is the only tenable position. We may 
have to forego the attempt to make any precise statement 
of the causes affecting the welfare of laborers in general, 
still more abandon the attempt at a separate statement of 
the causes determining the prosperity of hired laborers. 
But such an abandonment of any attempt to treat en bloc 
the case of all hired laborers is the almost inevitable out- 
come of the unqualified rejection of the older and sterner 
doctrine of the wages-fund. The Germans throw over 
this problem as a separate or separable one, without being 
fairly aware of what they do. English writers are more 
conscious and outspoken. President Walker, for ex- 
ample, gives us a residual theory, in which the wages 
of all laborers are lumped together as determined by the 
same causes, all these classes getting a general product 
from which certain other shares have been sliced off. 
This brings a distinct demarcation of the subject of gen- 
eral wages from that of particular wages, and brushes 
aside the advance of funds by the immediate employers 
as having no important bearing on either problem. The 
Germans undertake to treat of Ardeitslohn in general, but 
confuse their readers, and perhaps themselves, by fusing 
the discussion of the general and the particular. They 
usually open the subject by admitting the old theorem 
that the initial step of importance is the payment of wages 
by employers from capital: thence they insensibly drift 
to consumer’s income, and so to particular wages. Writers 
like Cohn and Brentano do not fail to perceive the limita- 
tions of the traditional treatment; yet they retain it with- 
out clearly informing their readers that, after all, they have 
no answer to give to the questions, What determines general 
wages? and What determines the wages of hired laborers? 
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Now, whatever theory of distribution we adopt, let us 
be clear what questions it purports to answer. If we are 
discussing general wages, whether of unskilled laborers 
only, or of all laborers hired in production, or of laborers 
working under whatever condition, let us give solutions 
that really apply to these cases. If we are unable to give 
any statement, except that wages will tend to be high or 
low as the general product of industry is high or low, let 
us say so unequivocally, and admit that the theory of gen- 
eral wages thus belongs under the head of production 
rather than distribution. If we discuss, as the Germans 
do, consumer’s income and the direction of consumption, 
let us remember that we are attacking the problem of the 
comparative rates of wages of different groups of laborers, 
and that problem only. 


The Germans, in following, as they have done, the lead 
of Hermann, were both in the right and in the wrong. 
The classic writers had assumed that all laborers were 
hired by capitalists, and had laid it down roughly that 
capital was the source whence all laborers were paid, 
troubling themselves little to consider what determined 
the total.cupital of the community or the part of it that 
went to the wages fund. They had hardly pushed the 
analysis beyond the first step of the hiring of laborers by 
employing capitalists. When they went on to consider 
the ultimate causes determining wages, they had referred 
only to the standard of living; and this factor exercises 
its influence only over very considerable periods of time, 
and in any case, as the Germans rightly say, affects the 
supply of labor only. The Germans took a needed step 
in seeking to ascertain what lay back of the advance of 
funds by employers to hired laborers. But in going to 
consumer’s income as the ultimate source of wages, 
they were led into such a labyrinth of half-truths 
and inconsistencies, as to cause the more discerning 
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among them to avoid cautiously any detailed discussion 
of the subject, and, indeed, virtually to abandon the at- 
tempt at any final analysis of the causes determining 
general wages. The Germans have done invaluable ser- 
vice to economic theory in discussing the fundamental 
principles of economic policy, the wider relations of eco- 
nomics with ethics and philosophy, the importance of 
economic development and economic history; but on the 
details of the reasoning, largely deductive, which helps to 
explain the specific phenomena of modern industrial com- 
munities, they have rather stimulated discussion than 
brought it to a distinctly more advanced stage. This is 
true of the whole theory of distribution: it is especially 
true of the theory of wages. 

A step in the right direction, as I venture to think, 
has been taken in very recent times by a Germian thinker, 
who has broken with the traditions of his predecessors in 
more than one part of economic theory. Professor Béhm- 
Bawerk’s brilliant analysis of the capital of a community, 
of social capital and of private capital, of the length of 
time over which the period of production is spread, of the 
whole possessions of the community as constituting one 
great subsistence fund, of the steadily issuing flow of con- 
sumable commodities which constitutes the real income 
of every class in the community,— all is admirable, and a 
long step towards a better understanding of the phenom- 
ena of distribution. Like the earlier German writers, 
among whom Hermann was the leader, Professor Béhm- 
Bawerk seeks to supplement and correct the classic view 
rather than to subvert it. We may not accept without 
reserve the theory of value which the Austrians have con- 
structed, and may doubt the helpfulness of all the refined 
details with which Béhm-Bawerk surrounds the exchange 
of present for future goods. But the treatment of wages as 
an advance of present consumable goods,— which, from the 
employer’s point of view, are capital,— in exchange for other 

















THE WAGES-FUND DOCTRINE 25 


goods which are to be produced in the future, gives the key 
to the sound treatment of the wages of laborers hired for 
production. The first step in the process is the advance 
of money or purchasing power to laborers by their imme- 
diate employer. The next is the application of these 
funds to the purchase of commodities. If the commodi- 
ties laborers can buy are fixed in quantity or in recurring 
supply, we have a rigid wages-fund: if not, an elastic one. 
If laborers do not spend their money wages at once, but 
save for the future, there is a clear field for their partici- 
pating in the future results of present productive opera- 
tions. If they spend at once, they buy, not the product 
of present labor, but the product of labor exerted almost 
entirely in the past. The money funds in the hands of 
those capitalists who employ laborers directly or indirectly 
are an essential part of the machinery by which distribu- 
tion is effected in advanced industrial communities. But 
they are not a source of real wages, nor are the money 
incomes of consumers a real source, proximate or ultimate. 
Money and employer’s funds and consumer’s income are 
merely parts of the machinery by which real wages get 
into the hands of those who earn them. We must regard 
this machinery, and understand its working; but we must 
not confound a description of it, essential as it may be to 
the understanding of the situation, with an analysis of 
the fundamental facts. These are the lines on which, 
I venture to suggest, the treatment of the wages-fund 
doctrine will proceed when the present ferment in eco- 
nomic discussion shall have yielded its final residuum. 


F. W. Tavssiea. 











THE NEW INCOME TAX. 


By the tariff act of 1894 the United States government, 
for the second time in its existence, undertakes the levy 
of an income tax. The future student of our history 
will probably have a moment of mental embarrassment 
when he finds the provision for laying this novel burden 
upon the tax-payer in “an act to reduce taxation, to fur- 
nish revenue for the government, and for other purposes.” 
His difficulty in comprehending the real significance of 
the measure will not be lessened when he attempts to 
trace the legislative history of the act. He will not find 
the explanation in any exigency of the Treasury, where 
the first-fruits of the tax cannot be received before July, 
1895. He will not find it in the avowed policy or the 
unavowed political needs of either of the great parties, 
both of which found themselves deeply divided by the 
proposition for the tax. He will be likely to ascribe the 
easy acquiescence of a considerable section on each side 
in Congress to the presence of an ill-defined notion that 
the people are about to demand some drastic action for 
depleting the well-to-do classes, and to the habitual dread 
with which most politicians for a time listen to the de- 
mands of any new political movement, like that of the 
Populists. At any rate, it will be clear that the con- 
siderations which weighed with Congress in taking this 
important step were not fiscal, and that the provisions of 
the new act were not studied and perfected by its framers 
from this point of view. The very fact that the limit of 
exemption is set so high as $4,000 will be a standing 
demonstration that the measure was shaped to meet some 
supposed social or reformatory end, possibly with some 
sectional bearing, but, at any rate, not as the best result 
of either modern theory or modern practice. 
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It is a great misfortune that the question of a fresh 
resort to the income tax should have come up under such 
untoward circumstances, and that it should have received 
such a solution as this. The question is of too great im- 
portance to be disposed of with so little real study as it 
received from Congress, and the income tax is too impor- 
tant a resource to be discredited in the public mind by the 
working of an imperfect and crude system. The subject 
was one for the best and most careful thought of the 
legislator, in the light of the important body of practice 
to be found in other countries as well as our own. So 
far from the careful examination which it required, the 
matter has had only a snap judgment, and the probability 
of any thorough treatment of it by our government is 
indefinitely removed. In the minds of a large part of our 
people the income tax will be more thoroughly identified 
than ever with the system in vogue during the Civil War; 
and five years hence they will seem to have had a fresh 
trial and bitter experience of the income tax, when, after 
all, it is only an income tax,—and that a badly devised 
one,— which they have seen applied for the second time. 

The language used above, no doubt, implies a certain 
acceptance of the general theory of taxing income. There 
is good reason for the agreement between the theoretical 
views of so many economists on this subject and the 
instinctive popular belief, which is so often met. It is, 
after all, the aggregate income of society which supplies 
the fund, and determines an upper limit, for public expen- 
diture ; and it is the income of each individual member of 
the society which supplies the fund, and determines the 
limits, for his contribution to that expenditure. Every 
tax, says Adam Smith, must be paid from one or other 
of the sorts of revenue which make up the private 
revenues of individuals; and his maxim which follows, 
to the effect that the subjects of a State ought to con- 
tribute to its support as nearly as possible in proportion 
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to the revenue which they respectively enjoy, although 
sometimes treated as a sounding truism, is, at any rate, 
unavoidable. So far the economist and the simple poll- 
tax payer may very well agree. The former makes his 
reservation as to the difficulties, or even impossibility, of 
just administration, as Mill did when he “feared that the 
fairness which belongs to the principle of an income tax 
cannot be made to attach to it in practice, and that this 
tax, while apparently the most just of all modes of raising 
a revenue, is, in effect, more unjust than many others 
which are prima facie more objectionable.” To the payer 
of the poll tax, however, it appears that the power of 
government is equal to every task, and that strict laws 
and severe penalties will readily accomplish the work of 
complete and just assessment. Without accepting this 
Utopian view of the omnipotence of human law, which is 
certainly no more true in the case of taxation than in 
any other of the operations of government, we may at 
least urge that it is sometimes worth while to inquire how 
close an approximation to administrative perfection can 
be made. It is the judgment of some important and 
enlightened countries, as, for example, of England and 
Prussia, that, without attaining absolute success, they 
make an approximation near enough to justice to make 
it worth their while, under every change of administra- 
tion, to maintain a tax upon incomes as a branch of 
their regular revenue. The question whether the United 
States cannot do the same thing appears to be of some in- 
terest. If this government can make such an approxima- 
tion, the direct resort to the actual source of all taxation 
has much to recommend it in this country. 

The most striking defect in the financial system of the 
United States is the want of some easy adjustment of the 
receipts of the government. As a result of those circum- 
stances which have made the customs duties our chief 
reliance, the Treasury may sometimes have a plethora 
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when a prosperous business swells our imports, and some- 
times a dearth when the course of trade changes; but in 
neither case have we any important elastic branch of taxa- 
tion, which can be relied upon to lower a surplus or fill 
up a deficit at short notice. Neither customs nor excise 
duties can be used for this purpose without serious dis- 
turbance and friction. England, as is well known, meets 
the analogous difficulty — caused by fluctuations, not in 
her receipts, but in her expenditures —by the adjustment 
of the income tax. Continental writers and statesmen 
have long pointed with envy to this unfailing resource of 
the Chancellor of the Exchequer. With a tax for which 
the administrative machinery is permanent, but the rate 
is fixed for only one year at a time, it is easy and usual, 
even after the fiscal year has begun, to meet unexpected 
changes in affairs by a change in this variable element 
of revenue,—a change which takes instant effect. This 
use of the income tax, together with the power given to 
the government to borrow on short time in anticipation 
of receipts, is, in large part, the explanation of the sin- 
gularly close calculation and the small balances of cash 
with which the English Exchequer is habitually managed. 
The circumstances of the United States, and the unavoid- 
able difference in our leading sources of taxation, make it 
unlikely that this generation or the next will see any 
similar administrative success here; but a much closer 
adjustment of revenue to actual needs than we have at 
present could be attained by the use of a well-arranged 
and quickly movable tax on incomes, as a part of our 
ordinary revenue. Thus a proper income tax appears to 
have uses which make it desirable to have its practicabil- 
ity more carefully studied. 

When we pass from the case of ordinary revenue, and 
consider the sources of supply for emergencies, a well-con- 
stituted income tax has a still greater importance. Even 
writers who would rule it out from the every-day practice 
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of a government, by reason of the manifest difficulty of 
justly administering it, will accept it as a proper provision 
for sudden and severe stress. In the presence of a great 
public exigency the inequalities of any tax cease to weigh 
with their full weight in comparison with a quick and 
copious yield of revenue. This was the case in the Civil 
War, when it was not so much the ignorance and inex- 
perience of Congress as the imperative necessity of obtain- 
ing money by the quickest process, that was the real cause 
of many harsh and unjust provisions in our financial legis- 
lation; and the same thing will happen again whenever 
some heavy strain is felt by the federal treasury. Unless 
our system is improved by the addition of some important 
tax which is capable of sudden expansion, without the in- 
convenience which attends any change in a tax on com- 
modities, we shall again see the government driven, may 
indeed see it driven in any year, to lay some bad tax or 
to borrow, in order to bridge over the gap caused by the 
slow increase of ordinary taxation. As a provision for 
such cases of extremity, the tax on incomes, if shaped 
for the purpose, has no superior and no rival; but it can 
best be shaped in a time of quiet. Maintained at a low 
rate in ordinary times, and its methods and machinery 
thus perfected and made familiar, it might put in the hands 
of Congress a resource in case of need, such as has been 
sorely missed in many turns of our affairs. 


How the income tax of 1894 fails to meet the necessities 
either of ordinary or of extraordinary occasions may best 
be shown after a brief recapitulation of its leading provi- 
sions.* For five years, beginning with 1895, a tax of 2 
per cent. becomes due on the first day of July in each 
year on gains, profits, and incomes, in excess of $4,000, 


* The sections of the Tariff Act of 1894 providing for the income tax are 
§§ 27-36. 

+ The English law, as modified by the legislation of the present year, ex- 
empts £160 from all incomes under £400, and £100 from all between £400 and 
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enjoyed in the preceding calendar year by any citizen of 
the United States or any person resident therein, whether 
derived from property, rents, interest, dividends, or sal- 
aries, or from any profession, trade, or employment. The 
taxable income is to be subject to the usual deductions 
for taxes paid and losses incurred, but is to include all 
personal property acquired by gift or inheritance. Asa 
basis for the assessment, every person of lawful age, having 
a taxable income of more than $3,500 in his own right or 
in any fiduciary capacity, is to make “a list or return” 
“of the amount of his income, gains, and profits,” under 
oath, with heavy penalties in case of refusal, neglect, or 
false return. All corporations or associations doing busi- 
ness for profit in the United States, not including partner- 
ships, are required to pay a tax of 2 per cent. annually 
on their net profits for the preceding year; and, upon such 
payment being made, dividends upon their stocks are not 
to be included in computing the income of their stock- 
holders. On all salaries and payments for services due 
from the United States, and in excess of $4,000, the tax 
of 2 per cent. is to be withheld by the disbursing officer. 


The first point which invites attention in the general 
scheme of the new law is the singular provision for includ- 
ing in the annual gains, profits, and income to be taxed 
the value of personal property received by gift or inheri- 
tance. The difficulty of making a sound distinction be- 
tween income and growth of capital has always been rec- 
ognized. Financial writers have dwelt on the importance 
of maintaining a line somewhere, and of so limiting taxa- 
tion as not to impede additions to the capital which is to 
be the source of future income. The income tax of 1864 
dealt with the subject with a rough hand, and probably 
treated as taxable income much that should have been 
£500. The Prussian law now exempts all income under 900 marks, and, 


starting from that point with a tax of 6 marks, advances by degrees until for 
incomes of 100,000 marks and upwards the tax is approximately 4 per cent. 
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spared; but not even the war tax went to the extent of 
classifying inherited property as income. It is obvious 
that, in this capital point of the definition of income, the 
present tax gives up the idea of preserving any tenable 
line. The treatment of this precise point by the Prussian 
income-tax law of 1891 is instructive. After defining tax- 
able income as the annual receipts from invested capital, 
from real estate, from trade and industry, and from other 
sources of periodical gain, it goes on, apparently from 
abundant caution, to draw a line between the income and 
that which yields the income * : — 


Sect. 8. Extraordinary receipts from inheritances, gifts, life 
insurance, from the sale of real property not undertaken as a busi- 
ness or for speculative purposes, and similar gains, are not to be 
held as taxable income, but as an increase of the main capital 
[Stammvermégen], and, like diminutions of the main capital, come into 
consideration only so far as the yield of this is thereby increased or 
diminished. 


The English income tax, from its peculiar structure, 
also avoids the confusion which exists in our law. It will 
be recollected that the English law does not undertake 
to tax the aggregate or total income of the tax-payer, but 
only taxes certain specified descriptions of income,— rents, 
farmers’ profits, annuities, interest, and dividends, gains 
from professions and trades, and salaries of public officers, 
—and that the taxation of legacies and distributive shares 
is left, as it should be, to stand as a part of the general 
system of death duties, and to be dealt with according to 
the policy governing the whole subject, and is not made 
an incident in the application of an entirely different 
branch of taxation. It may be urged that the United 
States government no longer levies duties upon inheri- 
tances and successions, and that both Prussia and BEng- 
land do levy such duties, and that this provision in the 





* Das pr ische Kink teuergesetz vom 24 Juni, 1891 [Krause’s 8vo 
ed.], p. 47. 
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new income tax may thus fill a hiatus in our legislation, 
the presence of which is now sometimes noted with regret. 
But it is to be remembered that not a few of the States 
now levy such duties, that more of them are likely to do 
so, and that in a comprehensive view of the whole field of 
taxation, therefore, the transmission of property at death 
did not require this attention from the federal legislator. 
If it did require such attention, it may be added, then 
plainly the succession to real property should have been 
taxed, as well as personal inheritances. 

The purpose of the provision for taxing personal inheri- 
tances, however, is probably not so much to fill a gap in 
our legislation as to strike a blow at large accumulations. 
The blow is not a heavy one, although the income tax of 
2 per cent. is double the rate which was levied during the 
war upon the transmission in the direct line of property, 
real or personal. Except as a first step, to be followed 
in the future by some more serious legislation, this tax 
will probably have no appreciable effect upon the great 
fortunes. On the successors to small properties the moral 
effect, however, may be considerable. The man of rela- 
tively small means, who finds his “income” carried above 
the limit of $4,000 by his inheritance of a small prop- 
erty, and a tax exacted from him for the excess, is certain 
to feel his grievance keenly; and the number of such 
men on the list of possible tax-payers is vastly greater 
than the number of inheritors of large properties. To 
such men, and to the public generally, the word “in- 
come” has a certain definite meaning, not to be confused 
with capital by any eccentricity of a statute; and the vio- 
lence done to this understanding, when a so-called “ in- 
come tax” takes away a share of the source of income, is 
tolerably sure to leave behind a sense of personal wrong, 
like that which can still be remembered as among the 
fruits of the income tax of the Civil War. 

Leaving this special case of inheritances, it may be re- 
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marked, in passing, that it may be doubted whether the 
same danger of doing violence to an instinctive sense of 
the difference between income and capital is not met in 
any attempt to make an income tax widely inclusive by 
sweeping phrases. “ Gains, profits, or income... derived 
from any kind of property, rents, interest, dividends, or 
salaries, or from any profession, trade, employment, or 
vocation,...or from any other sources whatever,”— is 
it possible, under such a description of the object of taxa- 
tion as this, to keep to any such line as that which the 
Prussian law, cited above, so clearly points out? In this 
case the legislator of 1894, like his predecessor of 1864, 
in his overweening anxiety lest some taxable persons 
should escape, runs to the opposite extreme of throwing 
his net over a greater number whom the law should prop- 
erly let alone. But this excess of zeal is not peculiar to 
income-tax laws or to our national legislation. 


Coming now to the method by which the amount of 
taxable income, however described, is to be ascertained 
and brought to the knowledge of the assessing officer, we 
find that the act of 1894 follows the line laid down by the 
acts passed during the Civil War, by making the personal 
declaration of the tax-payer the basis on which the col- 
lector is to proceed, with the aid of the best information 
he can obtain. Nothing could be simpler, on paper, than 
this method. The tax-payer is himself the one person 
who knows best the amount of his income for the tax 
year, and knows best the elements from which it may be 
computed if its amount is doubtful. The law imposes 
upon him the duty of making the necessary disclosure for 
confidential use by the public officer; and under a free 
government it is presumed that the great mass of citizens 
can be trusted to perform what is, after all, in a sense a 
self-imposed duty. But what has been the experience of 
the several States in assessing by the same method the 
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general property taxes, which have been so familiar a part 
of our local taxation throughout this century, and in some 
States for a still longer period? We have had painful 
evidence of the truth of Leroy-Beaulieu’s extremely cau- 
tious observation that “nulle société humaine n’est com- 
posée en totalité d’hommes d’une inflexible probité.” In 
an earlier generation and in a simpler community, where 
every man’s affairs were tolerably well known to his 
neighbors, and probably differed little in kind from those 
of his neighbors, and when the opportunities for invest- 
ment were comparatively few, and chiefly of such kinds as 
to be well open to observation, the process of self-assess- 
ment by declaration in some form to assessing officers may 
have answered its purpose; although, even in this case, 
the chief safeguard was probably the notoriety of essential 
facts rather than the individual sense of duty among our 
predecessors, strong as that may have been. But with 
the growth of wealth and the change in social conditions 
there has been substituted for this primitive state of 
things, over a large part of our country, an organization 
of astonishing complexity, in which the affairs of the 
individual are known to others little beyond the point 
which he may choose; and his opportunities for the unob- 
served investment of capital may almost be said to be in- 
finite. State legislation has often attempted to support 
the flagging conscience of tax-payers by increased strin- 
gency, until in some cases the laws prescribing the form of 
declaration, and seeking to probe to its depths the knowl- 
edge of the declarant, are miracles of ingenuity. And yet 
there is probably no State in which the attempt to tax 
personal property, upon a list made out by the tax-payer 
under the requirements of the law, any longer succeeds. 
In the emphatic words of a board of commissioners in a 
State which has been said to bear the palm for the minute- 
ness and scope of its inquisition, so far as the statute is 
concerned, “fully one-half of the property of a modern 
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State exists in intangible forms: of this all but a mere 
bagatelle escapes taxation entirely, when the attempt is 
made to reach it in the form of property.”* The inability 
of the law to reach that which is known to the tax-payer 
alone is everywhere notorious, and shows itself in such ab- 
surd results as the apparent decline of personal property in 
highly prosperous communities. After long and obstinate 
efforts to enforce it, the taxation of intangible property 
has failed even in States like Massachusetts, where the 
machinery for its enforcement has been as carefully per- 
fected as anywhere, and has found constant support in the 
robust faith of legislators and administrative officers. 

The difficulties in the way of assessing an income tax 
upon declarations made by the tax-payers appear to the 
writer to be completely analogous to those which defeat 
the taxation of personal property. The sources of a large 
part of the current income of individuals are the very 
classes of intangible property which constantly elude as- 
seesment. The dependence for the disclosure of income 
in general is on the same average degree of honest compli- 
ance with law, which has hitherto proved insufficient for 
the success of State taxation in pari materia. What 
reason is there for expecting any better result under the 
act of 1894 than has been secured under a multitude of 
State laws ? 

It is probable that reliance is placed on the power of the 
United States government to enforce its will where a 
single State fails; and, in dealing with some classes of 
evils, the superiority of the central power and its freedom 
from the influences which sometimes hamper local author- 
ity is undeniable. It is sometimes of unspeakable im- 
portance that a power not affected by the passion or rul- 
ing interests of a narrow community should come in, with 
its irresistible strength, to enforce the laws made for the 
benefit of the whole, and to protect the general interests 
of the nation. But the present case is not analogous to 


* Report of the Tax Commission of Ohio of 1893, p. 42. 
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the suppression of a riot which has become too strong for 
a State government to deal with, or to a case of threat- 
ened interruption of the mails or of interstate commerce. 
This is a case of widely prevailing inability to meet a certain 
strain upon the conscience, and is not to be met by march- 
ing in troops, and is not at dll affected by the circumstance 
that certain public officers receive their orders from 
Washington, and not from a State capital. The federal 
power, after all, can act in this matter only by mak- 
ing its rules stringent and its penalties severe. It must 
proceed, that is to say, in the same direction in which 
the State governments have been moving; and, if it is 
expected to advance farther than they, this can be only 
because it is supposed that its measures will be more 
severe or more strictly enforced. But what power, fed- 
eral or other, can by sheer severity carry through suc- 
cessfully a system which demands from the individual 
conscience more than is required by the general moral 
sense of the community? Increased severity in such a 
case must inevitably be met by increased ingenuity, and 
this all the more certainly if the severity is practised 
under an authority which is felt to be in any degree exter- 
nal and remote. Not much can be argued in the present 
case from the measure of success attained in the enforce- 
ment of the income tax of the Civil War and for a few 
years after. The United States government was then 
supported by a vast current of popular feeling, which for 
a time was ready to treat any attempt to evade public 
dues in the hour of calamity as a species of treason; and 
yet it would still be easy to collect the evidence of the in- 
creasing difficulty which was experienced in finding the 
incomes to be taxed, after the danger had passed and the 
enthusiasm of the time had begun to cool. With no great 
tide of sentiment now existing in support of unusual fed- 
eral taxation,* there appears to be no ground for believ- 

*See Dr. J. A. Hill’s estimates, Quarterly Journal of Economics, July, 1894, 
pp. 445-448. 
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ing that the act of 1894 will be able to secure the full dis- 
closure at which it aims. Doubtless large sums will be 
collected under it, for the field to be reaped is wide and 
rich. But it is altogether improbable that the assessment 
will approach completeness or uniformity, or that the ad- 
ministration of the tax by the United States will escape 
the progressive demoralization which takes place when 
conscientious tax-payers find that others are shirking the 
burden which was intended for all. 

No doubt the acknowledgment that the tax-payer’s dec- 
laration is an unsafe basis for the assessment, even when 
corrected by the best information at the command of the 
assessor, would make the framing of an income tax for 
this country far more difficult. It would be necessary, in 
all probability, to abandon the fiction on which our law 
proceeds,— that every person having taxable income pays 
to the government a fixed proportion of it, to be mathemat- 
ically ascertained by a uniform rule. In place of this the- 
oretical perfection of system, we should have to substitute 
provisions for collecting the tax in all possible cases from 
the source of the income instead of its recipient, and this 
with a frank recognition of the fact that such a method 
could only give us an approximation to equality. It 
would, however, give us in all probability as close an ap- 
proximation as the present condition of our part of the 
world will allow, which is, in fact, all that can be secured 
in practice under any system, however rigid and precise 
we may make the letter of the law. 

The obvious advantage to be gained by taxing income at 
its source, beyond the mere convenience of collecting the 
tax in relatively large amounts, is that the assessment is 
made in the quarter where there is the least temptation to 
concealment. The companies or persons paying the rent, 
interest, or dividends which are to be taxed, independently 
of their openness to inspection, are not actuated by the 
same motives as the individual who is called upon to return 
the amount of his income. It is with a wise perception of 
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the motives at work that the English income-tax law pro- 
vides for the taxation, not of total income, but of five 
distinct classes of income, described under the schedules 
A, B, C, D, and E. The schedules are broad, and cover 
the ground fairly well, no doubt; but, if they do not, the 
law does not concern itself with a failure on a small scale. 
The great object is to narrow the field within which indi- 
vidual declarations must be relied on; and this is accom- 
plished by providing that under schedule A (rent), C 
(public funds), and E (public offices), the tax shall be 
collected at the source of the income, and not from the per- 
son who enjoys it; that, under schedule B (farmers’ 
profits) the tax shall be assessed on an estimated profit 
equal to one-half of the rent paid; and that a declara- 
tion shall be required only under schedule D for income 
from trades and professions. In short, the source of the in- 
come is aimed at by the English law, wherever the nature 
of the case permits; and the resort to declarations, recog- 
nized as hazardous, is restricted to less than one-half of 
the total actual assessment. This system is entirely at vari- 
ance with the current notion of an income tax; for under 
it the income, as a whole, is not brought into view, and the 
tax is laid, not on the income as such, but on several 
probable chief constituents of the income. But, after all, 
the practical question must be whether the tax is more 
thoroughly collected under one system or the other. On 
this point the remarkable regularity of receipts from the 
English tax* and the close correspondence between es- 

* For the last ten years the receipts from income tax, as estimated by the 


Chancellor of the Exchequer at the beginning of each fiscal year and as 
reported at the close, have been as follows, stated in millions and hundredths 


of millions : — 

Estimated. Actual. Estimated, Actual. 
1884-85 . . . . 11.25 12. 1889-90 . 12.55 12.77 
1885-86 . . . . 15.40 15.16 1890-91 . . . . 13.20 13.25 
1006-07 . 2. ss « BT 15.90 1I-B tik ke TRS 13.81 
1887-88 . . . . 14.34 14.44 1892-93 . . . . 13.40 13.47 
1888-89 . . . . 12,25 12.70 1893-94 . 15.15 15.20 


Even in the exceptional year 1884-85 the actual receipts varied less than 
7 per cent. from the estimates. 
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timated and actual receipts is strong evidence of success- 
ful administration, and raises a presumption in favor of the 
adoption of a similar method even under the different 
conditions presented in this country. 

It is true that, by the Prussian law of 1891, the declara- 
tion is now made the basis of assessment of the income 
tax in that country. The people of Prussia have had a 
long course of education under the various forms assumed 
by the class and income tax since 1820.* At long inter- 
vals the law has been strengthened until, from a rough 
classification of the tax-payers by merely external signs, 
it has advanced to its present demand that the tax-payer 
shall show that his income falls between certain rather 
close limits. But the Prussian declaration, made under 
affirmation, and “to the best of his knowledge and belief,” 
is a simple document compared with that which formerly 
confronted the American tax-payer, or that which is con- 
templated by the recent act; and it is likely to have a 
much less important place in the business of assessment. 
It calls only for general statements of the distribution of 
the tax-payer’s income under the four heads referred to on 
page 32, and leaves to the chairman of every board of 
assessment a wide discretion as to the extent to which he 
shall carry further inquiry.| The Prussian declaration, in 
short, appears to be a rather cautious tentative advance 
from a system of extreme laxity,—an experiment of 
which the success has not yet been tested by sufficient 
practice to make it significant for the United States. 


*See Quarterly Journal of Economics, January, 1892, p. 207, for an article on 
this subject by Dr. J. A. Hill. 


t The administrative instructions, published by the Minister of Finance, re- 
quire, in Article 55, that the chairman shall see that the assessment is not 
negligently made upon incorrect declaration, and then add the caution,— ‘* An- 
drerseits sind kleinliche Erérterungen iiber geringfiigige Punkte und jede 
nicht zur Erreichung des Zweckes gebotene Belistigung der Steuerpflichtigen 
zu vermeiden.”’ See Das preussische Einkommensteuergesetz, p. 204 of Krause’s 
8vo edition. 
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It may appear at first sight that the act of 1894 makes 
some concession to the method of taxation at the source, 
by the provision that all corporations doing business for a 
profit, including banks, insurance, railway, and telegraph 
companies, shall pay a tax of 2 per cent. on their annual 
net profits; and that dividends thus taxed at the source 
shall not be included in the taxable income of the stock- 
holder. Whether this provision was adopted for any other 
reason than the increased facility of collection, especially 
from non-residents, and the occasion which it supplies for 
requiring from all corporations a statement of accounts, 
may well be doubted. At all events, the provision acts, 
for the most part, not as a substitute for the declaration, 
but as an auxiliary; for the tax-payer, except in cases 
where his income from other sources than dividends is not 
more than $3,500, must still make his declaration in due 
form. It is clear, then, that the act does not tax this 
species of income at its source as the means of exempting 
any considerable number of persons from the duty of mak- 
ing the usual declaration. Apparently, in the mind of the 
legislator, the collection of a tax at its source and the dec- 
laration by the tax-payer are things altogether dissociated. 

In some other particulars, also, the treatment of the 
question of payment by corporations in the new act is 
hard of explanation. It would seem, for example, that 
there would be the same reasons of convenience and secu- 
rity for collecting from corporations the tax on their pay- 
ments of interest, as for collecting from them the tax on 
dividends. The former income-tax law, which cared little 
about the question of method, but cared much for speedy, 
certain, and large collections, provided that the income tax 
upon interest or coupons should be detained by all corpo- 
rations, as well as the tax on dividends or other profits, 
and should be paid over in like manner to the United 
States.* This was a most judicious and useful provision, 


* Internal Revenue Act of 1864, § 122. 
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and would seem to be strongly suggestive under present 
circumstances. It is obvious that an enormous mass of 
incomes from investments would now be covered by a 
similar provision, and also that the income from coupon 
bonds, as to the ownership of which no record exists, is 
the most slippery income of all, and the most easily con- 
cealed by the reluctant tax-payer. Still, the income from 
bonds and other interest on debts — so easily taxed at its 
source — is left by the new act to stand upon the tax- 
payer’s declaration alone. Another point somewhat dif- 
ficult of explanation is the fact that, while the act of 1894 
professes to establish an exemption of $4,000, nevertheless 
persons whose incomes are within that line are to be sub- 
ject to an income tax on so much income as they may 
derive from dividends. The corporation paying the tax 
levied on its net income evidently pays, and is intended by 
the act to pay, an income tax for every stockholder whose 
dividend is thereby diminished, whether he is a million- 
aire or a poor man. It is clear that the stockholder in 
such a case remains subject to the tax, unless some pro- 
vision is made for refunding to him the amount paid on 
his account. Under the English law, where dividends or 
interest have thus been taxed at the source, any stock- 
holder or creditor entitled to exemption from income tax 
can obtain repayment of the tax thus unduly exacted 
from him, by making application in the proper place and 
form. But no provision of this sort is made in the new act 
of Congress; and a person supposed to be exempt from 
taxation under the law may, in fact, be subject to taxation 
on his whole income if, as sometimes happens, he receives 
it all from dividends. No doubt the machinery for mak- 
ing a rebate to small incomes in such cases would have to 
be elaborate, and would be difficult to manage,— more dif- 
ficult, perhaps, in this country than in one so compact and 
homogeneous as England. This, however, is a part of the 
problem of taxation of income at the source that has to be 
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faced squarely in even a partial treatment of the subject; 
and it is not creditable to our legislation that it should 
have been satisfied with the absurd result just pointed out. 

It is hardly possible that the renewed resort to taxation 
upon declaration, under a law of the United States, should 
not have some effect on the current of opinion which has 
been so long gathering in opposition to the analogous prac- 
tice of State taxation of personal property. The wide 
recognition of the failure of the local practice has already 
been referred to. There has been for some years past an 
increasing disposition in many States to find some substi- 
tute for this ineffective and obsolete system. What will 
be the effect of the adoption by the United States of the 
same practice of grasping at the intangible? Will it 
encourage or dishearten the movement for local reform, or 
will the movement pause until the issue of the new 
experiment is seen? We shall be fortunate if it proves 
that the United States have not interposed some serious 
delay in the progress of a change, not likely to be too 
rapid at the best. 


The only remaining feature of the act of 1894 which we 
have to consider is the provision by which the tax is, for 
the most part, to be levied annually on the income, not of 
the current year, but of the year preceding. This is a 
natural, although not a necessary application of the system 
of levying upon declared income. In theory the accounts 
of the tax-payer for a year are made up and closed. He 
knows to a penny what his income was; and it is the 
simplest of financial operations to calculate 2 per cent. 
of the amount, and in due time to pay down this tax. 
So long, indeed, as the law proceeds on the theory of an 
exact determination of the income to be taxed, it is hard 
to see how anything but the income of a finished year can 
be dealt with. And yet it is probably more convenient 
for the tax-payer that his tax should come as a deduction 
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made at the time, from the income on which it is actually 
assessed, and not as a payment to be made from the in- 
come of another year, which is perhaps less prosperous. 

The English income tax, being levied at the source 
whenever possible, is almost necessarily a tax on current 
income. The rate fixed by the important Finance Act of 
July 31, 1894, for example, is to be levied on incomes 
of the year beginning April 6, 1894, except in the cases 
where, for convenience of approximation, the average in- 
come of two or three years is taken as the basis. Even 
the Prussian law of 1891, which follows in moderation the 
plan of levying upon declaration, calls upon the tax-payer 
to declare what his income is for the current tax year in 
which the payment is to be made.* The provisions made, 
however, by the law of the United States on this point are 
whimsical in the extreme. The tax on income derived 
from dividends and other profits, as well as the neglected 
case of coupons, naturally suggests the collection of in- 
come tax at the moment when the income accrues and 
passes to the stockholder or creditor; but the law throws 
away this opportunity, by postponing the levy upon the 
corporation until the first half of the next year, when the 
accounts of the calendar year for which the tax is laid shall 
have been completely made up. But for all persons in the 
service of the United States the income tax on the excess 
of salaries above $4,000 is to be withheld from the salary 
when paid, so that for this class of persons and to this ex- 
tent the tax is laid upon the income of the current year, 
and not of that preceding. + 

* This is easily done of course with all fixed incomes from investments. 


Variable and business incomes are to be returned at the average of the last 
three years. See § 10 of the law of 1891. 


t It was the intention at one stage of the bill to extend the provision for the 
deduction of the tax from salaries, so as to require some employers besides the 
United States to withhold the tax on any excess of salaries over $4,000, and to 
pay it to the proper collecting officer ; and § 28 contains two references to “‘ that 
portion of any salary upon which the employer is required by law to withhold, 
and does withhold, the tax.’ 


’ 


In the final draft of the act, however, as printed 
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The method of taxing income in the year in which it 
accrues, especially if accompanied by the practice of stop- 
ping the tax at the source of the income wherever possi- 
ble, brings into view some possible conveniences in ad- 
ministration which are lost by the method so familiar in 
this country. Taxes on accruing dividends and interest, 
paid by the debtor, must of necessity be pretty well dis- 
tributed over the fiscal year, offering some advantages to 
the Treasury not to be secured from a tax of which the 
greatest part falls due at a single epoch. Collected at the 
natural dividend periods such taxes come in by instal- 
ments, to the considerable relief of the company or person 
making the payment. It is then a natural and easy step 
to provisions, found both in the English and the Prussian 
systems, for the payment by instalments in some other 
cases, when circumstances make this method convenient, 
Probably for a large part of the community the option of 
paying such a tax by quarterly payments, which is the gen- 
eral rule under the Prussian law, instead of the lump sum 
to which we are accustomed here, would make the collec- 
tion a far less formidable proceeding than it must now ap- 
pear as the day of reckoning draws on. 

But beyond this there is another point at which the 
whole relation of the tax-payer to the tax is altered, when 
the income is taxed by instalments in the year in which it 
accrues. The law of the United States allows the deduc- 
tion from income of “losses actually sustained during the 
year”; but there can be no deduction for misfortune in- 
curred in the year when the tax falls due. There is a 
complete separation between the conditions under which 
the liability for the tax accrues and those under which the 
payment must be made. But, where the tax is levied 
upon current income, it is brought into close correspond- 


at Washington for public use, the provision for the payment of the tax by other 
employers than the United States does not appear, so that these two references 
are without meaning, except as evidence of the haste and confusion in which 
this important measure was carried through. 
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ence with the actual ability of the tax-payer. It then be- 
comes possible to provide, in some cases, for an increase 
of the tax where new sources of income are opened to the 
tax-payer within the year, and in some to lighten the tax 
where misfortune has diminished his income since the as- 
sessment for the year was made.* The tax then loses 
some of its harshness, and something of its present aspect 
of an arbitrary levy, and takes its place as a natural and 
speedy result of the good or bad fortune of the year in 
which it is due. 


It is not worth while, however, to go farther in urging 
this or that point in which the method of levying an in- 
come tax in this country is defective. The law of 1894 
marks no advance in this difficult branch of taxation. 
The whole subject is one in regard to which our legisla- 
tors, national and local, are bound in a singular degree by 
habit and precedent. A practice once adopted becomes 
fixed, an old method is good and a new one is visionary, 
and the appeal to the experience of other countries is pro- 
nounced un-American. The framers of the new law have 
made no exceptional mistake in resolutely shutting their 
eyes to what may be learned elsewhere on this subject. 
They have taken the course which might easily have been 
predicted, in going to the legislation of the Civil War + for 
the model to be followed at the present time; but they 
have followed that model without thought or discrimina- 
tion, and without the defence of overwhelming necessity 
which could be made for their predecessors thirty years 
ago. 

CHARLES F. DUNBAR. 


* See the cases provided for in §§ 57, 58, of the Prussian law. 


t For a careful study of the income tax legislation of the Civil War and the 
operations under it, see Dr. J. A. Hill’s article, ‘‘ The Civil War Income Tax,” 
in this Journal for July, 1894, p. 416. 














MORTGAGE BANKING IN GERMANY. 
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Tue present mortgage establishments of Germany fall into 
two classes, the mutual credit associations, or associations of 
borrowers, and the mortgage banks, or associations of lenders, 
chiefly of borrowed capital. The latter are to-day making 
more loans than the former, which paved the way for them; 
but, as the credit associations have outstanding bonds of over 
2,000,000,000 marks at 3? per cent., and have been operating 
successfully for over a hundred years, their methods, which 
have been imitated throughout the continent of Europe, are 
worth studying, and the story of their origin also is an inter- 
esting one. 

The first step towards an organized system of mortgage 
banking anywhere was taken immediately after the Seven 
Years’ War. Unfortunately for the province of Silesia, the 
great victories of Frederick II. had almost all been won there. 
Buildings had been burned, cattle driven away, implements de- 
stroyed, and losses of all kinds suffered. Moreover, the prices 
of grain, which had been high during the war, now fell. Every- 
body needed money, and property was unsalable. The current 
rate of interest was 6 per cent., but even on the safest mort- 
gage loans it was 10 per cent.; and the additional commission, 
which had been } per cent., rose to from 2 to 3 per cent. 

In this state of things a merchant of Berlin named Biiring, 
in 1767, laid before Frederick a plan for a credit association, 
of which the text is as follows: — 


A PLAN* 


for providing abundance of money and credit for the country and for the 
safest manner in which to begin assisting the impoverished nobility. 

The true capital of this country consists in cash and real estate. 
The latter is more than ten times in excess of the former; and, if only 
a small part of it could be made current, it would be abundantly suffi- 
cient to secure credit and welfare for the entire country. 


* This translation is made from the document as published in Der Deutsche 
Ocekonomist of June 3, 1894. 
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To arrive at this, it would be necessary to establish a general Land- 
schaftscasse, which would place a certain valuation on all the estates of 
the nobility when voluntarily demanded, record it, and lend them one- 
half or two-thirds thereof on mortgage, so that they might thus pay off 
their annoying creditors. 

These payments should be made in the following manner: — 

First.— Provincial mortgage coupons, or debentures, are to be made out, 
payable to bearer, of from five hundred to one thousand thalers at 4 per 
cent., which the above-mentioned Hypothekencasse shall guarantee by 
its signature, both as to principal and interest, on the strength of the 
estates mortgaged to it. With these coupons, or debentures, the Casse 
shall pay half or two-thirds the value of the estate, as may be deter- 
mined. 

Second.— But the debtor, being the owner of the estate, shall pay from 
4} to 5 per cent. interest semi-annually to the Casse; the Casse, on the 
contrary, only once a year the interest of 4 per cent. to the holders of the 
bonds. With these bonds the debtor can pay his creditors, and this shall 
be done under the supervision of the Casse; and thus the old debts of the 
estate shall be settled. 

Third.— The 4 per cent. or 1 per cent. will thus remain at the disposal 
of the Casse for the payment of expenses and salaries; and the gross sum 
remaining on hand after providing for these, and also the income from 
funds on hand as a result of the semi-annual interest payments, shall 
form a separate fund to provide for accidents, such as death of live stock, 
hail-storms, fire, droughts, and war. For in such cases the nobility 
whom these things would strike would be unable to take care of their in- 
terest payments; and, moreover, the estates would be damaged. To be 
safe, in such case the estate should at once be revalued, and the damage 
made good from this fund, the damage being, as a matter of course, es- 
timated according to the ratio between the amount loaned and the entire 
valuation of the estate. In other respects the estimate of damages shall 
be made according to the Cammerprincipien. 

Since now your Royal Majesty is so gracious as to advance a capital for 
the support of this work, the interest of this could also be devoted to 
that purpose. If any one should fail to pay his interest promptly, his 
estate should at once be offered for sale. Iam in favor of no receiver- 
ship; for on that rests an eternal curse. 

Fourth.— Care must be taken with reference to the estates of crown 
tenants that the consent only of the three nearest Lehnvetter shall be 
required, or, still better, that a Lehnstamm shall be provided. 

Fifth.— Also that no default takes place, and that the principal and 
interest of these bonds always remain unaltered. 

Sizth.— Since for this great and important work no cash is required 
further than a beginning at the first purchase, it would be well that your 
Majesty should graciously set aside a fund for this. Otherwise, the 
Banco which gets money enough at 3 per cent. might undertake the 
realization of these bonds to bearer, and draw the 4 per cent. interest on 
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them. And the Banco should furthermore be obliged to sell these bonds 
at par and accrued interest so long as it had any on hand. Otherwise, the 
Banco would draw all the interest, and the country would be ruined. * 

Seventh.— All these papers can be issued to bearer; and the sale of the 
bonds, and also the safety of the bank-notes, would be insured. For 
there is no reason whatever to suppose that the realization of very large 
sums in cash will be desired, and in a short time these papers will be in 
demand at a premium. It is therefore also entirely unnecessary that the 
name of the debtor or of the estate shall appear on the bond. 

This important work could be set on foot at once without many con- 
ferences and references, because it will be voluntary for every one to 
avail himself of this help or not, and no guarantee of the province will 
be required. The guarantee of the general Hypothekencasse is in itself 
a sufficient guarantee, and through the mortgaged estates and by prompt 
legal remedies this would be able to make good its guarantee. 

Eighth.— To send any such bonds out of the country should be pro- 
hibited under severe penalty, and no stranger should be permitted 
to purchase them either directly or through others residing here, and 
thus draw the interest out of the country; and in any such case the 
entire capital should be forfeited, half to the informer, and the other 
half to the general Hypothekencasse. 

It may be that the stranger consumes his interest here in this country, 
and in this way no interest would go out of the country, and the matter 
would regulate itself; and this is far more advantageous than if capital 
were obtained at the very lowest rate of interest abroad, in which event, 
in the course of time, the entire amount borrowed would go out of the 
country in the form of interest, and afterwards this country would still 
remain bound to pay the entire amount borrowed out of the country. 
In Holland, for instance, the provincial bonds draw only 24 per cent. in- 
terest, and are not payable on demand, as these papers would be. How 
much more value, then, these papers would possess, which draw 4 per 
cent. interest, and can be exchanged for cash any day, when demanded! 
Would not the Hollanders, without our noticing it, fish away all our 
papers from us, and ruin us through ourselves ? 

Ninth.— If all these papers should become current in trade as cash, 
and even the accrued interest be figured up to the date and hour, it 
would be necessary, in order not to damage the post-office, that + per 
cent. postage should be paid in transmitting these papers. Otherwise, 
the post-office would sustain too great a loss in its business of transfer- 
ring money. 

In case it ever should be desired gradually to get these papers out of 
existence in a solid manner, which according to the science of politics 
is an absolute necessity, then a provision at that time should be made, 
forbidding all capitalists from charging more than 4 per cent. on first 
mortgage. 

* He thus clearly understands that banks of issue should not invest in mort- 
gages. 
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As soon as through this plan an abundance of currency has been 
produced through these papers, then it is quite natural that the rate of 
interest will fall. The land-owners will thus have the opportunity to ob- 
tain funds at 4 per cent. interest and less. They need not, under this 
plan, wait for any demand by the general Hypothekencasse. They can 
take bonds, not cash, hand them to the general Hypothekencasse, and 
their mortgages will at once be satisfied. In this manner the papers will 
leave the world, in consequence of the fact that the general Hypotheken- 
casse charges 4 per cent. or 1 per cent. more than capitalists. It is a 
safe and invariable rule that, when a cause is to succeed and be for the 
benefit of the entire state, it must be arranged so as to provide both for 
plenty and for terminating the !matter. Otherwise, the cash will lose its 
value (and, as the proverb says, when the end has come, the purse is 
worth as much as the money). 

It is the greatest financial art, which must necessarily be observed in 
the state, to see that money, real property, and goods are kept at a 
fair and proportionate value with reference to each other. Otherwise, 
the best arrangement will fall to pieces, and one thing after another will 
be ruined. 

It is no trick at all by this plan to cause a rise of over 50 per cent. in 
the value of property. But this is as unfortunate for the country as the 
dilapidation of the property itself. 

This objection could still be made,— How is this plan to help those 
land-owners who already owe three-fourths or over? From the fore- 
going it clearly appears :— 

(a) That even they would profit by it, since, as the supply of money 
would be increased, they would not be pressed so much by their creditors. 

(b) And, even if it should come to a sale of their properties, these 
would still be sold at from 20 to 30 per cent. more, since every buyer 
would know where he could obtain at once half or two-thirds of the 
valuation. 

At present, on the other hand, properties are often sold at less than 
the inventory price, so that hardly one-half of the mortgage creditors 
are paid; and, while under this plan there might perhaps be no excess, 
still this ruinous loss at least could never take place. 

To prepare a plan to help him who is in debt over and over again is 
not possible, except by making him a present in currency. 

As their estates are situated, the greater part of the nobility may be 
regarded as ruined. There is partly insufficient live stock, causing a lack 
of manure, and in consequence also gradually poorer crops. How, then, 
are they to pay their interest ? Their estates are every day deteriorating 
and decreasing in value. And, if you go back to their serfs, who in case 
of failure of crops or death of cattle are to seek help from their land- 
lords who now are unable to help themselves, whence, in the last 
instance, are the dues which they must render the king to come? 
Through the deteriorated fields a loss will fall not only on the land- 
owner and his subject, but on the king and the entire country. 
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It would be desirable that your Majesty should also immediately allow 
this plan to be set on foot for the land occupied by the buildings in the 
principal cities of the country, which could be very easily arranged. In 
this manner many hundred lawsuits would cease, and an astonishingly 
large number of people could be saved from misfortune and entire loss 
of what they possess. 

This work may become one of the most important for the welfare of 
the entire country, when it is arranged properly and with due care; and 
it will result in giving the entire state an inner strength which will sur- 
pass the greatest expectations. 


Biring’s plan was at first rejected, but later approved and 
adopted in a somewhat altered form, so that on July 9, 1770, 
the statutes of the oldest German credit association, Die 
schlesische Landschaft, were promulgated. This was an 
association formed by all the noble land-owners of the prov- 
ince, who became by this act jointly liable for the payment of 
principal and interest of bonds which were to be issued to 
any one member, not to exceed in amount one-half the value 
of his estate, and further specifically secured by mortgage 
thereon. The interest and principal were made payable by 
the association, the association even agreeing to pay the 
principal on demand, while the individual borrower was only 
bound to pay the interest. This was hazardous, but proved 
successful for the time being; and the legal anomaly involved 
in this idea does not seem to have been pointed out until 
much later.* The bonds bore 5 per cent. interest, the bor- 
rower paying 5} per cent., the } per cent. being intended to 
cover expenses. It was provided that the bonds could be 
issued to the borrower, who was then to sell them himself; 
but, as a matter of fact, loans were usually made in cash, the 
king having lent the association 200,000 thalers at 2 per cent. 
as a capital with which to begin. In the course of a year 
these bonds passed current as money, and they were soon 
quoted at a premium. In 1782 16,800,000 thalers had been 
loaned; and in his memoirs Frederick II. admits that this 
association saved 400 of the best families of the province of 
Silesia from ruin. 

This earliest association was compulsory, included only the 


*Form of bond given by J. B. Josseau, Traité sur le Crédit Foncier (Paris, 
1860), p. 315. 
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nobility, and had no provision for redeeming its bonds 
by sinking fund. Other associations were soon afterwards 
founded, as follows: Kur and Neumark, 1777; Pommern, 
1780; Hamburg, 1782; Westpreussen, 1787; Ostpreussen, 
1788; Liineburg, 1791; Schleswig-Hoistein, 1811; Mecklen- 
burg, 1818 and 1840; Posen, 1822; Wiirtemberg, 1825; 
Calenberg, Grubenhagen, and Hildesheim, 1825; Bremen and 
Verden, 1826. Of these, that of Ostpreussen loaned up to two- 
thirds, and that of Hamburg up to three-fourths, of the value 
of the property. Some of them, such as the one of Liineburg, 
were voluntary and open to all land-owners. And, while the 
association for Kur and Neumark was also made voluntary, 
only borrowers being responsible, other later ones were 
founded, participation in which was again made compulsory,— 
partly, as Chancellor Cramer says, to extend the credit of the 
bonds, and partly also to interest such owners as did not bor- 
row in seeing that no excessive loans were made.* 

At first cattle and implements were included in the valua- 
tion; but this was soon abandoned, both because it was seen 
during the Napoleonic wars that cattle was not proper security 
for bonds, and because it was found that land-owners, when ob- 
taining their loans, would sometimes borrow cattle from one 
another, in order to make a good showing. Other changes 
were gradually made; and one of the essential features of Ger- 
man mortgage banking, the redemption of the loan through 
small annual amortization or sinking-fund instalments, was also 
introduced, the first associations to adopt it being those of 
Mecklenburg and Posen.f That the establishment of such 
associations tended to reduce the rate of interest on mortgage 
loans goes without saying. The association of Wirtemberg 
began in 1826 by issuing 4} per cent. bonds, and as early as 
1830 was able to reduce the rate to 4 per cent., and in 1834 to 
8} per cent.; and the other associations did likewise. In 1859 
the eight Prussian associations had bonds outstanding to the 
amount altogether of 346,564,779 marks.t 

*In the management of this, the bondholders also were represented by one 
director (§ 103), A. F. Bergsie, Udkast til en Kreditforening (Copenhagen, 1839), 
p. 129. 

t Bergsie, Idid., p. 93. 
+Poschinger Bankwesen, cited by Der deutsche Oekonomist, 1893, p. 605. 
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The conditions under which different credit associations are 
operating vary somewhat,* but the Posener Landschaft and 
the Berliner Pfandbrief Institut can be taken as instances. 
The former was founded in 1822, and somewhat altered in 
1857, and is a mutual association of which any owner of land 
having an assessed value of at least 4,000 marks could, from 
1857 on, become a member by joining within ten years. It 
makes loans to members at the rate of 5 per cent., but instead 
of cash hands out 4 per cent. bonds. The gross income of the 
association is thus 1 per cent., of which one-half pays the ex- 
penses, and the rest is added to the surplus. This surplus 
must be brought up to be 10 per cent. of the total amount of 
bonds. It is formed by funds obtained as follows: (1) the 
4 per cent. above referred to, which shall be so applied until 
the surplus reaches 5 per cent. of the bonds; (2) the interest 
on its own funds; (8) what may eventually remain of the 
other one-half per annum after all expenses have been paid; 
(4) all other profits which the association may make under its 
statutes. This surplus is invested in government bonds or 
bonds of the association itself. As soon as the surplus reaches 
5 per cent., the 4 per cent. first named goes to the sinking 
fund; and the surplus is then increased only from the other 
sources until it reaches 10 per cent. of the amount of the 
bonds, when all net profits shall be added to the sinking fund. 
The surplus covers all deliquencies; and, when it has reached 
the amount of 10 per cent., members can withdraw at any time 
by paying up in full, and thus be released from their mutual 
responsibility. 

The management of the association is in the hands of offi- 
cials appointed by the government ; and it is further supervised 
by the minister of agriculture and his representative, the gov- 
ernment commissioner. In 1886 the statutes were changed so 
that instead of one association, consisting of the borrowers for 
every ten years, each year’s borrowers should form a separate 
association, the surplus being, however, common for all. And, 
finally, in 1885 the Posener Landschaft was authorized to 
issue 34 per cent. bonds and make loans at 4} per cent., so 
that there are now two kinds of yearly associations forming 

*See Saling, Berliner Borsenjahrbuch. 
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every year. In 1891 the Posener Landschaft had outstanding 
bonds at 4 per cent., 104,179,210 marks, and at 3} per cent., 
170,688,200 marks, making a total of 274,867,410 marks, the 
bonds being listed on the principal German exchanges. 

Some associations, such as the Landschaft of the province 
of Schleswig-Holstein, are managed by a board of directors 
elected by the members; and in some cases, such as the Land- 
schaft of the Kingdom of Saxony, members can withdraw at 
any time, remaining in that case responsible for the period of 
one year after their withdrawal. In other cases, such as the 
Danziger Hypothekenverein, members can withdraw by pay- 
ing up at any time, after having paid in 5 per cent. to the sur- 
plus, or after a surplus of 5 per cent. has been accumulated by 
the association. 

The Berliner Pfandbrief Institut makes loans by handing to 
the borrower bonds of the same amount which he can sell. 
These are listed on the exchanges, and have a well-known 
market value. The borrower must, in addition to the annual 
interest, pay during the first eight years 14 per cent. per an- 
num, and after that } per cent., which goes to the sinking fund, 
and another } per cent. per annum, of which half is for the ex- 
penses of the association, the other half being added to the 
surplus fund. The borrower can pay up at any time after 
having given six months’ notice, the payment being made not 
in cash, but in bonds, which he must buy in the open market. 
This society has, besides the working capital, two funds: the 
surplus fund, which must be brought up to 10 per cent. of the 
amount of the outstanding bonds; and the sinking fund. The 
latter is formed by taking: (@) the instalments of respectively 
4 and } per cent. contributed by the borrowers; (4) the pay- 
ments made in bonds by borrowers desiring to reduce their 
indebtedness or pay up in full; (c) the annual profits; (d) the 
interest derived from the bonds in which this fund itself is in- 
vested. At the end of every half-year there is drawn by lot, 
for redemption at par, a certain amount of bonds which are 
paid for from the sinking fund, the balance of this fund re- 
maining invested in bonds of the association itself. 

All these associations are mutual societies, of which each 
borrower becomes a member. The annual instalments to the 
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sinking fund vary from } per cent. to 1} per cent., the time 
in which the loan is redeemed being about fifty years or less. 
Where associations are strictly mutual, the length of time 
required to redeem the bonds, and thus release the borrowers 
of the corresponding series, depends of course on the success 
of the association. 

In some cases, such as the Credit Association of Schleswig- 
Holstein, which was founded in 1882 (the one founded in 1811 
having been suspended and wound up), not only is the prop- 
erty jointly liable, but also the members personally, to a lim- 
ited extent. In other cases, such as the Danziger Hypo- 
thekenverein, there is no mutual responsibility, each property 
being separately pledged for the corresponding bonds. This 
association had in 1890 a surplus fund of 518,113 marks. One 
association in Saxony, having mutual responsibility, requires 
that each member shall pay 100 marks for a share, on which 
dividends are then paid. This society had in 1890 12,219 
members, and has for the last ten years paid dividends averag- 
ing over 6 per cent. On the whole, mutual responsibility is 
the rule. 

Some of these associations make loans by handing out bonds 
in exchange for the mortgages. Some issue bonds payable on 
demand and at any time when notice is given by the associa- 
tion. Other issues can only be redeemed at the rate of a cer- 
tain fraction of 1 per cent. per annum. Some associations 
make only city loans, as the Berliner Pfandbrief Institut; 
others were founded particularly for the benefit of the owners 
of landed estates; and some issue also bonds based on loans to 
states, provinces, and municipalities. Most of the associations 
are limited by their statutes to certain cities or districts, out- 
side of which they can make no loans. 

The amounts loaned by these mutual associations are gener- 
ally only from one-third to one-half of the actual value of the 
property, and less than two-thirds of the assessed valuation. 
They are under government supervision, the estimate of the 
value of property being made usually by well-known resident 
land-owners, members of the association elected for the pur- 
pose, who as members have a personal interest in seeing that 
no excessive valuation is permitted. 
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The Berliner Pfandbrief Institut can make loans only on 
buildings that have been in use for three years, and which are 
insured in the Stiadtische Feuersocietit. The amount loaned 
by this association must not exceed the actual cost of the 
building itself; and the valuation is further based on the aver- 
age net income for the last three or five years. Usually, the 
amount that may be loaned by the credit associations is lim- 
ited, so as to be within a certain proportion of the assessed 
valuation of the property. The loans of the Credit Associa- 
tion of Saxony must thus be less in amount than twenty times 
the Grundsteuerreinertrag, or publicly assessed net income. 
Such, in brief, are the provisions under which the German 
credit associations are operating.* 

Among them should be mentioned particularly the Central 
Landschaft fiir die preussischen Staaten, which was founded 
in 1873. This makes no direct loans, but only assists the 
other Landschafts, or associations, to obtain funds. Its bonds 
are based on loans made by eight of these other associations. 
There is paid every year to the Central Landschaft an 
amortization instalment of at least } per cent., and any 
borrower can pay up and withdraw whenever the amortiza- 
tion account of his loan has been credited with 10 per cent. of 
the amount originally loaned. The Central Landschaft had 
in 1890 274,430,900 marks in circulation, chiefly at 3 and 34 
per cent. 


The German credit associations thus differ from the 
American building and loan asociations in being composed 
solely of borrowers. They form, together with the mortgage 
banks, a useful connecting link between the borrowing and 
lending classes of the community, which is lacking in the 


*In addition to authorities cited elsewhere in this article, the following may be 
referred to: M. Royer, Des Institutions de Crédit Foncter en Allemagne et en 
Belgique (Paris, 1845); Biilow-Cumerow, Preussens landwirthschaftliche Credit- 
vereine (Berlin, 1843); O. Htibner, Die Banken (Leipzig, 1854); W. Christians, Die 
hypothekarischen Belethungsgrundsdize, etc. (Berlin, 1892); R. Zeulman, Die land- 
schaftlichen Kreditanstalten (Erlangen, 1866). The writer has not yet been able to 
consult the book of Dr. F. Hecht, Die Organisation des Bodenkredits in Deutsch- 
land. Reference may also be made to Roscher’s Nationalikonomik des Ackerbaus 
(7th ed.), pp. 408-450; Schénberg’s Handbuch (2d ed.), vol. i. pp. 438, 458, ii pp. 
128, 134; Dictionnaire a’ Economie Politique (Paris, 1891), article “ Crédit Foncier”’ ; 
Conrad’s Handwirterbuch (Jena, 1890), article ‘“‘ Landschaften,”’ by Hecht. 
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United States, * so that a class of investors that would in 
America be afraid of investing their savings in mortgages on 
other than local property can do so in Germany, where the 
bonds of these associations and banks are equal to the best 
government bonds. 

From the lender’s point of view the business done by credit 
associations has been eminently satisfactory. Stay laws, it is 
true, were adopted in Prussia and Mecklenburg during and 
after the Napoleonic wars, and between 1810 and 1830 losses of 
several million marks appear to have been sustained by the as- 
sociations of East and West Prussia; f but, owing to the mu- 
tual liability of so many estates, no loss to the bondholders can 
ever be imagined. With the exception of years that for Ger- 
many can be said to correspond to those of the Revolutionary 
and Confederate wars in America, the bonds have stood well. 
The lowest bond quotations are given by Roscher for 1812, 
the period when the ports of the Baltic were kept closed by 
Napoleon and when stay laws became necessary ;} and the 
next lowest were in 1848, when all Germany was in a tur- 
moil, and the Prussian government bonds fell lower still.§ 

A complete record, as far as obtained, for instance, of the 
bonds of the Schlesien Association and the Berliner Pfandbrief 
Institut, shows that, with the exception of these two periods 
of 1812 and 1848, the quotations have varied only a few points 
from year to year.|| 

There are altogether eighteen mutual credit associations in 
Germany proper, with bonds outstanding as shown by the 
following table : — 


*See my article on ‘‘ Mortgage Banking in America,” Journal of Political 
Economy, March, 1894. 
t Lette, Das landschaftliche Kredit und Hypothekenwesen (Berlin, 1868), p. 19. 


tSchlesien, 58 per cent.; Brandenburg, 64% per cent.; Pommern, 69% per 
cent.; Westpreussen, 34% per cent.; Ostpreussen, 33% per cent. Roscher, Sys- 
tem der Volkswirthschaft (7th ed.), vol. iii. p. 430. 


§ Posen, 68 per cent.; and the others ranging from 73% to 84 per cent, 
Roscher, Jbid. Josseau, Palgrave’s Dictionary of Political Economy (article 
** Banks,”’ by Ingram), and others give higher quotations than the above for the 
credit associations, and 69 per cent. for Prussian government bonds, 63 per cent. 
for the shares of the Bank of Prussia, railroad securities being still lower. 


| See “Bond Quotations of the Schlesische Landschaft,” p. 58; also “ Bond 
Quotations of the Berliner Pfandbrief Institut,’ p. 59, 
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BONDS OF GERMAN CREDIT ASSOCIATIONS OUTSTANDING DECEMBER 
31, 1892, AS REPORTED BY “DER DEUTSCHE OEKONOMIST,” 























NOVEMBER 25, 1893. 
| 
3% | 3%% 4% 4% Not stated. 
| 
Central Landschaft fiir die 
preussischen Staaten 48,041,950 246,541,600 804,450 -- 
Kur und neumiirkische 
Ritterschaft . 224,550 37,229,400 628,800 — — 
Ostpreussische Landschaft _ 285,187,975 _ _ 
Pommersche Landschaft . 374,100 224,307,075 1,255,425 _ _ 
Pommersche Landkredit | 
Verband. ‘ _ 379,600 = 155,400 
Posener Landschaft . ; ~ 169,968,100 | 73,528,500 _— _ 
Landschaft der Provinz | 
Sachsen . . ‘ = = 3,271,425 _ _ 
—_2e Landschaft — 373,550,525 9,875,125 = 20,335,800 
Kénigliche Kreditinstitut 
fiir Schlesien . . _ - 766,950 = 
Schleswig - Holsteinsche 
Landschaft . 263,900 2,584,400 5,520,300 _ - 
Landschaft der ‘Provinz 
Westfalen - 11,220,000 | 22,660,000 _ _ 
Westpreussische ‘Land- 
schaft _ 129,195,735 _ _ 120,915,600 
Ritterschaftl. Kreditverein 
im Kénigreich Sachsen . — — — 57,951,000 
Landschaftliche Kreditve- 
rein im Kénigreich Sach- 
sen . — — _ 9 
Wiirte: rtemberg Kreditverein _ _- — _ 35,472,917 
Berliner Pfandbriefamt . — -- -- 47,405,400 
= Hypothekenve- 
_- _— _ _ 15,145,800 
National “Hypotheken- -Kre- 
dit-Geselischaft . . - _ — _ 37,774,000 
48,904,500 | 1,480,164,410 | 118,310,975 | 155,400 417,935,467 
Grand total . 2,065,470,752 marks. 
BOND QUOTATIONS OF THE SCHLESISCHE LANDSCHAFT. 
High. Lou High. Low. Bigh. Low. 
1808 864 81 1828 106 103} 1848 . 96) 83 
1809 88; 58} 1829 . 1073 105} 1849 95 893 
1810 87 724 1830 . 107 1004 1850 95 945 
1811 eit 79 1831 . 1064 100) 1851 95 95 
1812 80 2. 1832 1064 104} 1852 988 964 
1813 705 «(58 1833 1065 105 1853 993 96} 
1814 81 60 1834 1065 105 1854 97% 90} 
1815 oof 75 1835 1074 105} 1855 94 914 
1816 99 81} 1836 107 102} 1856 91} st 
1817 1044 99 1837 107 105} 1857 RS 83} 
1818 1 103 1838 107 1024 1858 87 84} 
1819 106 105 1839 103. 1018 1859 864 743 
1820 107 105} 1840 1035 101} 1860 - 85} 
1821 - 1065 108 1841 1023 100) 1861 92 88 
1822 104 1024 1842 1034 101 1862 954 924 
1823 10st 99} 1843. 1024 1003 1863 953 89} 
1824 102 99, 184. 101 983 1864 94} 903 
1825 + 103} soot 1845 100 - 1865 93 87} 
1826 105} 102) 1846 98} 1866 898 = 71h 
1827 1044 103} 1847 98 964 1867 88} 794 


See A. Meintzen, Der Boden und die Lendwivthechafiliche Verhiltnisse 
preussischen Staats (official report, Berlin, 1868), p. 135. 
are for 3} per cent bonds. 
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The quotations after 1839 
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A priori, one might think that, if they were practicable, as- 
sociations of lenders (bondholders) would be preferable to both 
credit associations and banks. And the credit associations are 
sometimes criticised for the secrecy with which such mutual 
associations are apt to surround their affairs; * but, neverthe- 
less, their record is one of success. 

At the Agrarpolitische Conference held in May and June, 
1894, at Berlin,f at the instigation of the Prussian government, 
it was urged that these associations had tended to encourage 
the noble land-owners, of the eastern provinces especially, to 
mortgage their estates too highly; and it was proposed that a 
limit should be fixed by law beyond which no one should be 
permitted to encumber his property. There were 2,%, per 
cent. of the interest payments due and unpaid to the Ostpreus- 
sische Landschaft on July 15, 1898. The number of fore- 
closures in Prussia has risen from 5,481 in 1891 to 6,610 in 
1892 and 6,423 in 1893. But it cannot be shown that the 
increase in the mortgage indebtedness of Prussia, which for 
the last seven years amounts to 1,093 million marks on 
lands and 4,759 million marks f¢ on lots, is out of proportion 
to the natural increase in the value of property. And the 
agricaltural depression from which the eastern provinces are 
suffering is merely the natural result of the reciprocity treaties, 
which, in a measure, have counteracted the effect of the high 
protective tariff that caused an artificial rise in the value of 
these lands some years ago. The credit associations and mort- 
gage banks have, on the contrary, now, as after the Seven 
Years’ War, only been of benefit to the land-owners, reducing 


BOND QUOTATIONS OF THE BERLINER PFANDBRIEF INSTITUT. 
(AT THE END OF EACH YEAR, FOR 5% BONDS.) 


ee 102} Ms kf a an aa 112,% 
ee sg ae oe Os ws a 8 107 1886 118;%5 
are 104; err 107 Mk a oc 115; 
| ares: 1044 1881 . 108 Deeps 119,45 
ae ss a Be 1 Res ooo kbar 108 re 1188; 
| eae i ra 108 eae 116% 
eee 1884 + 1094 


From Saling’s Berliner Bérsenjahrbuch, 1891. 

* Der Deutsche Ock ist, 1894, pp. 347 and 361, 362. 

t Proceedings, in Frankfurter Zeitung, May 28 to June 3, inclusive. 

t Zeitschrift des kiniglichen preussischen statistischen Bureaus, 1894, Heft 1. 
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the rate of interest on good loans to between 4 per cent. and 
4} per cent. 

It is now over a century and a quarter since Biiring handed 
to King Frederick his proposal “for making a part of the real 
estate of the country current ” ; and, while all attempts to base 
money on land have failed, this proposal, which resulted in 
the establishment of associations for the issue of long-term 
listed bonds based on land, is the origin of all modern methods 
of organized mortgage banking as it is now carried on on the 
Continent of Europe. 

Whether the German credit assoviations could be advan- 
tageously imitated in America may perhaps be doubted. The 
German mortgage banks probably present a better pattern. 
It is true that the unlimited mutual responsibility has had no 
bad results in Germany, even in the associations of large cities, 
where the members can neither all know one another nor all 
the properties pledged; but in a new country this feature 
might not be desirable. With only a limited mutual responsi- 
bility, however, it would seem as if borrowers in districts now 
suffering for want of mortgage credit * could form associations 
to good advantage ; and, if a large number of property owners 
were to associate themselves, each one mortgaging his land, 
for instance, for 20 per cent. more than the amount of cash 
he was to receive, the operation would be likely to be a suc- 
cessful one. 

*See “ Mortgage Banking in America,” Journal of Political Economy, March, 
we will specify no localities, but only say that there are places where no organ- 
ized mortgage banking has ever been done where the interest is from 8 per cent. 
to 10 per cent. and over, and other places where, a few years ago, small mortgage 
companies were loaning money, but have now suspended operations for want of 


capital, where it is to-day extremely difficult to borrow money even on the best of 
real estate security. 
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II. 


What the credit associations did for North Germany was 
done for South Germany by the mortgage banks. These are 
the outcome of a gradual development during the first half of 
this century. The credit associations had shown that safe 
bonds could be based on land; but it was not until after the 
final abolition of feudalism and the rise of German commerce 
and German cities, due to the Zollverein, that the mortgage 
banks came to be of consequence. The liberation of the serfs 
began with the abolition of personal services as distinguished 
from such labor on the manor as was incidental to the rented 
land itself. This personal liberation took place at different in- 
tervals, commencing with the edicts of 1806, 1810, and 1811 
in Prussia; and the entire dissolution of the relation between 
the landlords and tenants of Prussia followed under the edicts 
of 1816 and 1821. Here the peasants were simply enabled to 
purchase the land, paying in cash or in instalments, or to divide 
it with the landlord,* no funds being provided by the state 
for this purpose until 1850. But in South Germany govern- 
ment banks, or Tilgungskassen, were at once founded to pro- 
vide funds for the redemption of the land from feudal dues 
and tithes. This took place in Sachsen and Kurhesse in 1882; 
Baden, 1883; Paderborn, 1884; Hesse, 1835; in Hanover in 
1841; and in Bavaria and in Wiirtemberg in 1848. The banks 
then founded issued bonds drawing from 4 to 4} per cent. 
interest, and from sixteen to twenty times the annual rent was 
given in bonds to the landlords, the peasants paying from 5 
to 5} per cent. to the banks to cover expenses ;f and, usually, 
the government banks founded for this purpose have come 
later into a general mortgage loan business. 

The Renten banks of Prussia founded, one in each province, 
also for the purpose of redeeming the land, are not, however, 

*The lands of the smaller tenant were, however, in Prussia simply confis- 
cated by the landlords, 


+ Jiiger, Die Agrarfrage der Gegenwart (Berlin, 1882), vol. ii. pp. 36 et seq. ; 
Miaskowski, Die Organisation des liindlichen Kredits (Berlin, 1889) (in Agrarpo- 
litische Zeit und Strettfragen); G. F. Knapp, article “ Bauernbefreiung,” and Con- 
rad, article “Rentenbanken,” in Handwirterbuch der Staatswissenschaften ; 
Buchenberger, Agrarwesen, pp. 115 and 150 et seg. ; Josseau, p. 365. 
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doing a general mortgage loan business. They issued two 
kinds of 4 per cent. bonds for twenty times the annual dues, 
which are redeemed by drawings at the rate of respectively 1 
per cent. or 4 per cent. in forty-one or fifty-six years. Out 
of a total of 484,777, 560 marks there were still 331,166,355 
outstanding in 1892. These bonds are guaranteed by the 
government, and the interest is collected from the former 
tenants as other taxes.* And it seems as if these Renten 
banks may become of further importance, as they are now fur- 
nishing money for the colonization business of the Prussian 
government in the Polish provinces under laws of 1890 and 
1892. They lend to colonists on behalf of the government, in 
long term annuity loans, over two-thirds the value of the land 
and new improvements, and had in the course of the first 
months of this activity issued over one-half million marks of 
bonds to make loans on 572 new farms.t 

Aside from the Prussian Renten banks, there are, including 
the Tilgungskassen already mentioned, fourteen official gov- 
ernment mortgage banks in different principalities of Germany 
proper. They had, according to Hecht, in 1889 loans out- 
standing for the aggregate amount of 433,879,540 marks and 
418,881,483 marks of bonds, redeemable partly on demand, 
partly by drawings. Besides these there are in Germany sev- 
eral government concerns making loans for improvements, 
drainage, irrigation, and the like, one of which in Saxony has 
outstanding 8,813 loans, amounting to 15,345,939 marks. And 
the Prussian minister of agriculture has similarly loaned a few 
million marks for the purpose of such improvements. 

But of greater interest and importance than the govern- 
ment concerns are the private mortgage banks, whose methods 
I shall presently describe. The earliest of these, the small 
Ritterschaftliche Privat Bank of Stettin of 1824 and the large 
Bayerische Hypotheken und Wechselbank of 1835, did not 
issue bonds, but obtained the right to issue notes on condition 
of loaning a specified amount on mortgage.t In 1847 was 


* Conrad, article “‘Rentenbanken,” in Handwirterbuch der Staatswissen- 
schaften; Meintzen, vol. iii. pp. 119-122. 

+ Sering, in Conrad’s Handwirterbuch, article “ Rentengiiter.” 

tThe latter, 12,000,000 thalers at 4 per cent. Felix Hecht, article ‘‘ Hypothe- 
kenaktienbanken” in Conrad’s Handwirterbuch. For the former see R. Zeul- 
mann, as above, p. 112. 
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founded, however, the Anhalt-Dessauische Landesbank; and 
subsequently, in 1855, after the formation of the French Crédit 
Foncier of 1852, the Bayerische Hypotheken und Wechsel- 
bank began issuing bonds. In 1859 was founded a mortgage 
insurance company, in 1862 were founded three banks, in 
1863 one, in 1864 one, in 1866 one, in 1867 two, in 1868 one, 
in 1870 one, the Preussische Central Bodenkredit Bank, and in 
the years following the payment of the French indemnity a 
number of others. There are now over thirty such banks in 
successful operation, and the table * on page 64 shows some of 
the principal items of twenty-eight of these at the end of 
1893. 

To a person not familiar with the mortgage loan business a 
brief definition of the business of these banks would be to say 
that they buy from borrowers real estate annuities for a speci- 
fied number of years, and sell to capitalists bonds redeemable 
by drawings. Loans for a term of years are also sometimes 
made, as in the United States, on which no amortization instal- 
ments are paid. Annuity loans are the rule, however, the an- 
nual sinking fund contributions of the borrowers ranging from 
4 of 1 per cent. upward, and the time in which the loan is 
thus repaid varying from forty-two to fifty-seven years. The 
bonds are withdrawn at the same rate, a certain amount of 
bonds being selected by lot for redemption every year. The 
Prussian banks must not make this annual annuity instalment 
less than } per cent. 

Some banks issue bonds that can be paid at any time, 
on giving notice of six months or less, the effect of which is 
that these bonds can never rise far above par. By far the 
greater amount of bonds are, however, unkiindbar, and cannot 
be withdrawn except as originally provided. If the loans se- 
curing such bonds are repaid, the proceeds are reinvested in 
similar mortgages, which are substituted. Some banks have 
the right to redeem their bonds at any time, at a certain rate, 
varying from 105 per cent. to 125 per cent.; and in some 
cases all the bonds are redeemable at a premium when drawn 
for redemption, such bonds ranging as a matter of course, usu- 


*Compiled for the Frankfurter Handelsblatt. See Frankfurter Zeitung, July 
16, 1894. Sums expressed in marks, millions and tenths of millions. (See follow- 


ing page.) 
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ally above par. The bonds are always listed on the exchanges, 
which is probably the secret of their popularity as invest- 
ments.* Curiously enough, one small bank has issued, thus 
far successfully, bonds payable at the holder’s option on six 
months’ notice, which are based on loans, payment of which 
cannot be “demanded” by the bank; +t but this is an excep- 
tional case, and, as a rule, the loans and bonds correspond to 
one another. Usually, the drawings of bonds for redemption, 
begin at once; but recently several issues have been floated, 
with the stipulation that no drawings shall take place before 
the year 1900. As is the case everywhere, borrowers in Ger- 
many are apt to renew their loans, and frequently arrange that 
as soon as the amortization account of the loan shall amount 
to 10 per cent. they shall have the money paid out again as an 
additional loan, or else they arrange to have the annuity rate 
reduced. 

The amount of bonds that each company can issue is limited 
so as not to exceed from five to twenty times the capital. 


*BOND QUOTATIONS, JULY 2, 1894, FRANKFORT EXCHANGE. 














+; 84% 
Bayerische Vereinsbank .. . 102.30 98.00 
Vereinsbank, Niirnberg . 102.30 98.00 
Bayerische Hyp »othekenbank ; . 103.40 98.70 
Braunschweig-Hannoversche Hypothekenbank ° 102.50 — 
Deutsche Grundkreditbank of Gotha ° 103.50 96.80 
Deutsche Grundkreditbank of Gotha (Series lil. & iv.) ° — 100.00 
Deutsche Grundschuldbank (Berlin) . 103.40 97.40 
Aktien-Gesellschaft fiir Bodenkredit in Blsass- -Lothringen ~- 100.00 
Frankfurter Hypothekenbank . ° 104.000 98.00 
Frankfurter Hypothekenkreditverein. ° 102.00 98.00 
Frankfurter Hypothekenkreditverein, redeemable at 100% 104.00 _ 
Hypothekenbank in Hamburg . ° | 101.00 96.30 
Hypothekenbank in Hamburg, Series 141-160; ws 103.50 _ 
Meckilenburgische Hypotheken und Wechselbank .¢ 101.70 _ 
Meininger iy thekenbank ....... “ae 103.508 a 
Nassauische Hypothekenbank ......+.+..6+-+8 100.60 _ 
Pfiilzische Hypethekenbank ° a oo ar at a 103.10 98.20 
Pommersche Hypotheken Aktienbank oe ee ee 6 8 103.70 _ 
Preussische Bodenkredit Aktienba a or a ae _- _ 
Preussische Central Bodenkredit Gesellschaft i 103.90» 97.60 
Preussische Hypotheken Aktienbank 103,708 98.00 
Preussiche ee Aktiengesellschatt 103.70 97.50 
Rheinische eo oe. 6 oe ee 104.00 97.50 
Siiddeutsche Bodenkreditbank .. ....+.+45s 102.90 98.60 
Wiirtembergische Hypothekenbank .......-:. 103.40 98.20 
Wiirtembergische Vereinsbank .....+.++s +s 102.80 _ 
a Unkilndbar before 1900 or some later year. b No drawings before 1900. 


+See Deutscher Ock ist, 1894, p. 394 
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The tendency has been to widen this limit to twenty times 
the capital, the Rheinische Hypothekenbank being even 
allowed to issue up to 150,000,000 marks, although its paid in 
capital is less than 7,000,000 marks. The bonds are issued for 
small sums, varying from 75 or usually 200 marks each, and 
upward, so that the funds of any capitalist, no matter how 
small, can be thus invested. Usually, the amount of the loan 
is paid in cash to the borrower. Some banks, such as the 
Prussian Central Bodenkredit Company, can also make loans 
in bonds, in which case the borrower obtains only the actual 
market value of the bonds, less commission. The Mecklen- 
burgische Hypotheken und Wechselbank makes loans only in 
bonds, which must then also be repaid in bonds. 

In their valuation of property all the Prussian mortgage 
banks, except two, are subject to provisions limiting the 
amount that may be loaned,* the limit, for instance, being 
60 per cent. of the valuation of buildings in Berlin. The fol- 
lowing are a few of the rules of the Prussian Hypotheken 
Aktienbank : valuations shall be based on the average in- 
come from similar property; unimproved portions of a lot 
must not be included in the valuation ; fixtures in the nature 
of luxuries shall only be valued at the price of the correspond- 
ing necessaries; hotels, restaurants, concert halls, school- 
houses, and buildings reduced by wear are excluded; lands 
must be valued by a man of experience, who shall not be a 
resident of the immediate locality ; the reason for desiring the 
loan must be stated, also whether the borrower is an experi- 
enced farmer; buildings must be insured against fire, live 
stock against disease, and crops against hail-storms. 

The Deutsche Hypothekenbank of Meiningen can loan on 
land up to three-fifths of “the selling value of the property 
under unfavorable circumstances.” The Preussische Central 
Bodenkredit Gesellschaft makes first mortgage loans on prop- 
erty yielding a permanent and sure income, mines and quar- 
ries being excluded. On landed estates the limit is two-thirds, 
on buildings one-half of their value. On vineyards, forests, 
and other property, in so far as their value depends on the 


*See W. Christians, Die hypothekarischen Belethungsgrundsiize, Berlin, 
1892 ; Heinrich Schmidt, Die Normativbestimmungen, Berlin, 1883. 
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vines and trees, can be loaned only one-third of the value. 
The Deutsche Grundschuldbank of Berlin, which makes loans 
both on Hypotheken (mortgages proper) and Grundschulden 
(mortgages under which the borrower is not personally obli- 
gated), loans on lands up to three-fifths of the value, and up to 
three-fourths on city property. The Deutsche Hypotheken- 
bank of Berlin makes loans on city properties in Prussia up to 
ten times the official Gebdudesteuernutzungswerth (assessed 
income) and on landed estates up to either twenty-five times 
the Grundsteuerreinertrag (assessed net income), or two- 
thirds of the official provincial valuation. 

Most of the banks can loan in all of Germany. In some 
cases the mortgages are held separately, sometimes by a trus- 
tee whose legal capacity appears not to be quite settled; but 
often they are in no way separated from the other assets of 
the bank. In many cases the paid in capital, as given above, 
does not represent the total subscribed capital. In these cases 
the shareholders are further liable to the extent of the amount 
subscribed. The large surplus which all these banks have ac- 
cumulated is virtually so much additional capital; and, as to 
this, the usual rule is that from five to fifteen per cent. of the 
annual net earnings shall be set aside, until the surplus shall 
amount to ten, twenty, or twenty-five per cent. of the capital. 

In connection with their mortgage loan business many 
banks are transacting a small general banking business, so as 
to have a part of their funds in quicker assets than real estate 
mortgages; and six of the banks are doing a large general 
banking business. Some banks have also issued bonds based 
on municipal and provincial loans, of which there were in 1890 
outstanding at 3} per cent. 30,163,050 marks, and at 4 per 
cent. 1,970,800. 

Such, in general, is the business of the German mortgage 
banks. Two large ones and three peculiar ones deserve fur- 
ther mention. 

The Bayerische Hypotheken und Wechselbank was 
founded in 1835, in accordance with the law of July 1, 1834, 
and was a stock company, with a capital of 10,000,000 florins. 
This was increased in 1851 to 20,000,000 florins, and the bank 
has now a paid in capital of 32,000,000 marks. It had three 
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divisions,— a general banking department issuing notes and 
transacting a deposit and discount business, a fire and life in- 
surance department, and a mortgage loan department, which at 
first issued no bonds.* The rate charged at first for loans was 
6 per cent., besides a charge of 1 per cent. for expenses. At 
present the bank has no notes in circulation ; but the insurance 
business continues, and through its insurance agents the bank 
has been enabled to manage successfully the small country 
properties acquired under foreclosure. It has largely been 
making loans on small country properties,t and has been of 
immense benefit to farmers. In 1847 it had outstanding 14- 
254,048 florins in 4,628 loans.t And in 1882 it had out- 
standing, in amounts of 20,000 marks and less, on 36,551 small 
properties, an aggregate amount of 96,877,699 marks, each of 
these loans averaging less than 2,500 marks; and, in sums of 
from 10,000 to 20,000 marks, on 2,131 middle class properties, 
29,179,500 marks, each of these loans averaging less than 
15,000 marks. On 1,148 large properties had been loaned, in 
sums of from 20,000 to 500,000 marks, 54,007,500, the aver- 
age of these loans being less than 50,000 marks. 

The bank has experienced the same difficulties with this 
country loan business that have been felt by American lenders 
on such property; namely, lack of promptness. But, as no 


*BAYERISCHE HYPOTHEKEN UND WECHSELBANK, DECEMBER 31, 1893. 


ASSETS. LIABILITIES, 
Marks. Marts. 
Mo’ OB . . « « «© « « 600,097,110 Capital stock . .. . . . 82,285,714 
Billsand notes ... .. 27,817,097 Deventure bonds .... 574’364'700 
Collateralloans ..... 2,968,178 Interest on same 7,135,083 
Stocksand bonds . . 9,646,772 Bonds drawn for redemp- 
Sundry debtors (in account tion. . ; ‘ 1,820,700 
current, etc.)and banks . 33,628,909 Sundry creditors : ) : 10,440,051 
Cash ~ 4,300,715 Deposits,etec.. ..... 171,550 
Interest on mortgages el 8,827,666 Time deposits. ..... 5,593,536 
“ Delcredere ” account (sur- Acceptances ...... 3,274,201 
Pe ng for unforeseen losses) 927,667 Main surplus .. ~~ 4,000,000 
ce buildings of bank Special bond surplus - «+ « 11,506,752 
and branches. ... . 2,732,927 Realestatesurplus. . 940,055 
Pension fund for employees 1,377,626 
Building account er 1,500,000 
Insurance department . . 25,178,531 
Profitandloss .. e 4,754,542 
690,947,041 690,947,041 


+ 47 per cent. of its loans in 1882 were onland. Jiiger, vol. ii. p. 165. 
t Josseau, p. 251. 
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undue haste has been imposed upon it, no bad results have fol- 
lowed. In 1882 37 per cent. of the interest payments were 
two weeks behind, and 21 per cent. six weeks; and in that 
year the bank held, acquired by foreclosure, city property to 
the amount of 1,324,299 marks, land for 2,318,663, and manu- 
facturing properties for 742,089 marks, or altogether a trifle 
over 1 per cent. of its outstanding loans. In 1893 the number 
of foreclosures were 345, or not quite one-half of 1 per cent.* 

The special bond surplus — which, as the balance shows, is 
rather large — has been formed by setting aside 10 per cent. of 
the gross profits of the mortgage business; that is, the differ- 
ence between the rate of interest paid on mortgages and the 
rate paid on corresponding bonds. This accumulation was 
compulsory until the surplus so formed should amount to 5 
per cent. of the outstanding bonds. Besides this there is a 
special surplus for the insurance department, which must be 
not less than 1,000,000 florins, and the general surplus for the 
general banking and mortgage business, which must not be 
less than 74 per cent. of the total capital stock. In case of a 
loan causing a diminution of the paid in capital or of the 
surplus of the insurance department, it is provided that all 
the earnings of the insurance department shall be devoted 
to restoring the capital and this surplus to the original and 
required amount. 

The bank makes first mortgage loans in the kingdom of 
Bavaria not to exceed half of the value of the property. No 
loans can be made on country castles or on buildings which 
cannot be rented separately from the estates to which they 
belong. The valuation of property is subject to special regu- 
lations, the present rules having been provided by law of 1875. 
The loans can be made either in cash or by handing out 
bonds to the borrowers. The bonds are partly to bearer, and 
partly registered. The amount of bonds which the bank 
might issue was formerly rather limited; but the limit was 
widened in 1866 to twelve and one-half, and in 1885 to fifteen, 
times the capital. The bonds are redeemed by drawings at 
the rate of 4 per cent. every year, the bank having the right 
to pay up at any time at the rate of 120 per cent. 

*See Der Deutsche Oekonomist, February 24, 1894. 
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The Preussische Central Bodenkredit Gesellschaft,* like the 
great bank of Bavaria, also has made a large number of 
loans on country property. 117,000,000 marks of its loans are 
on land; and among these are 421 of less than 4,000 marks 
each, and 704 of from 4,000 to 10,000 marks each. In its 
management this differs somewhat from the other banks. Its 
chief officers are the president and two other managing 
directors, corresponding to the standing committee of some 
large American banks, this committee being subject to the 
control of the board of directors, which consists of twenty- 
seven members and meets as often as business requires. 
Next to the standing committee the most important officers 
are three revisers, elected by the stockholders. They act for 
three years, one new reviser being elected every year, and 
examine and control the affairs of the company in the interest 
of the stockholders. And, finally, there is the government 
commissioner appointed specially for this bank, who, in the 
interest of the public, is authorized to examine loans, books, 
and balances, but whose principal function is to certify on the 
debenture bonds that the required amount of mortgages has 
been set aside to secure them. 

The Prussian Central Bodenkredit Company makes usually 
only first mortgage loans and on income properties. The 
limit for farms is two-thirds, for buildings one-half, of their 
value. The rules about the valuation of property are strict, 
so that the actual proportion loaned, according to the last 
report, was, on 115 landed estates sold in 1898, on the aver- 


*PREUSSISCHE CENTRAL BODENKREDIT-AKTIEN GESELLSCHAFT, 
DECEMBER 31, 1893. 


ASSETS. LIABILITIES. 

Marks. Marks. 
a a 461,587 Capital stock... . . . 21,597,180 
Collateral loans. .... 29,539 Debenture bonds .. . . 872,295,200 
Mo’ 8... . + . « 887,885,427 ‘*Municipal” bonds . . . 29,369,500 

a Disagio” (discount on Bonds drawn for redemp- 
sales of 3}% bonds). . . 2,395,604 tionandcoupons ... 4,676,281 
Municipalloans. . . . . 33,580,299 Arrearages .& 4s 4,416 
Stocksandbonds ... 6,107,651 Sundry creditors ... . 28,358 
Sundry debtors (in account a ok) <a kg 338,507 
current, etc.) and banks 706,224 Surplus,NoI. ..... 755,060 
Interest advanced... . 2,217,466 Surplus, No. II. . . os 1,059,298 
Office building ..... 1,400,000 Amortization balanc a 1,540 
Memiesteste . . 1 8 oe 81,000 Pension fund for employees 600,000 
Profitandloss .. ; 4,139,457 


434,864,797 434,864,797 














a 


— 
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age 54 per cent. of the value, and on 150 city properties 50 
per cent. of the actual selling price. The loans are usually 
for a long term of years, with annual instalments of from } 
per cent. and upwards, which are paid to the bank, and 
credited every year with compound interest to the “ amorti- 
zation account” of the loan, until finally the sinking fund 
extinguishes the debt. The sinking fund is invested similarly 
to the other funds of the bank. The debenture bonds of the 
company are redeemable by having a certain amount drawn 
every year for repayment at par; and, in addition to this, they 
can also be bought by the company on the open market. 

Such, in brief, is the business of two of the leading Ger- 
man mortgage banks. There are also three others operating 
under peculiar provisions, to which attention should also be 
called, The Frankfurter Hypotheken Kreditverein, founded 
in 1869, issues, instead of bonds, so called Hypothekenantheils- 
scheine (certificates of undivided ownership in mortgages), of 
which the bank can issue up to twenty times the amount of 
its capital. Every owner of Antheilsscheine to the amount 
of 5,000 marks gan at any time have these exchanged for a 
corresponding portion of the mortgages securing them, draw- 
ing the same rate of interest as the Antheilsscheine, and for 
an amount not to exceed either the face or the market value 
of what he holds of the latter. He can then, however, not 
demand payment of these mortgages for a period of three 
years, the bank reserving the right to repurchase the mort- 
gages from him during that time. This bank had in 1890 
Antheilsscheine outstanding to the amount of 40,562,500 
marks, and has been imitated by another similar, smaller 
credit bank at Frankfort. 

The National Hypotheken-Kredit-Gesellschaft, founded in 
1870, and having a capital in 1890 of 655,300 and a surplus of 
445,315 marks, is not a stock company proper, but an associa- 
tion of members with unlimited joint responsibility. Since 
1873 the borrowers from this association have been obtaining 
30 per cent. of the net earnings after 10 per cent. of these 
had first been added to the surplus and a dividend of 5 per 
cent. had been paid to the members of the association. This 
annual bonus was, from 1875 to 1879, from } to } per cent. of 
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the amount of each loan; but since 1878 it has been lower, 
having been only from } to ,% per mille. This company had 
loans outstanding in 1891 amounting to 36,725,297 marks. 
The bonus is deducted every year from the interest paid by 
the borrowers. 

The Preussische Hypotheken - Versicherungs - Aktiengesell- 
schaft of Berlin, dating in its present form from 1862, has a 
capital of 15,000,000 marks, of which 10,500,000 marks are paid 
in, and the balance is represented by promissory notes of the 
stockholders. This company issues two kinds of certificates : 
Hypotheken- Antheilsscheine, each of which represents in- 
dividual first mortgages or shares in a mortgage, and which 
therefore closely resemble the guaranteed mortgages and 
mortgage participation certificates as negotiated by the Amer- 
ican loan companies. These are, however, curiously enough, 
listed on the exchanges, and have for the last ten years been 
quoted on the average at rates equal to the bonds of other 
banks; namely, the 4 per cent. bonds a couple of points above, 
and the } per cent. bonds a couple of points below par. This 
company also issues Hypotheken Depotscheine, or mortgage 
deposit certificates, in exchange for mortgages deposited with 
it. These are transferable, but not listed, the company simply 
looking after the investment for the owner of the mortgage. 
Of the former there were in 1893 outstanding 52,371,100 
marks, of the latter 6,818,900 marks. 


I have now tried to describe the affairs of the German mort- 
gage banks, and, as will be seen from the table on p. 64, they 
were fairly profitable in 1893; and, while there are years 
when certain banks, owing to the peculiar provisions of their 
statutes limiting the amount of bonds they could issue, have 
found it impossible to pay any dividends, almost all the banks 
have been very profitable, the stock of every one of them 
being above par, that of the Prussian Bodenkredit Company 
being, for instance, in 1890 at 158 per cent. The dividends 
have averaged about 7 per cent. 

To the community the services of these banks have been 
as valuable as those of the credit associations. They furthered 
the growth of the German cities from 1860 to 1870. And the 
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important part they play in the economic life of the country 
will be apparent, when it is stated that the principal German 
banks (9 banks of issue, 31 mortgage banks, and 93 banks of 
discount and deposit) had in 1898 liabilities as follows : — 


Sundry creditors (in account current, etc.), unpaid 


dividends, ete. . . .. +... +. «+ + «+ « 1,844,000,000 marks 
Da nee me es eS Se 797,000,000 ‘* 
pe ee ee ee ee 581,000,000 ‘* 
py ee a ee ee ee ere Bl 
Mortgage debenture bonds . . .... . . . 4,001,000,000 ‘ 


From the investor’s point of view the freedom of these 
bonds from fluctuation * is their chief merit, in addition to their 
absolute safety. The rate of interest, 3} or 4 per cent., is a 
little higher than that of the German government bonds, but 
not so high as the rate on many other government bonds that 
are bought and sold in Europe. But from year to year these 
bonds have not in the past fluctuated more than a couple of 
points, and those of the credit association from decade to dec- 
ade not on the average over } point. 

The mortgage banks are in certain respects preferable to 
the credit associations. The latter are well adapted for 


*BOND QUOTATIONS. 


(From W. Saling’s Berliner Birsenjahrbuch up to 1891, Last Years from 
Aligemeine Zeitung.) 














BAYERISCHE HYPOTHEKEN || PREUSSISCHE CENTRAL Bo- 
UND WECHSELBANK. || DENKREDIT GESELLSCHAFT, 
At the End of 4% 3%% 4% 344% 

te. « « « 97} —_ - - 
ms «6 « «6 99.6 = 98.0 _ 
ae 100.6 _ 983 
> s .« « « 1003 = 99.0 _ 
is *.« 6 ss 100.5 a 99.8 _ 
1884 . 1018 = 100.4 — 
1885 . 102.3 96 8 101 3 | — 
1886 . 100 2 99.0 104.5 | 98.0 
1887 . 101.6 96.6 102.5 96.3 
1888 . 102.1 99.2 102.9 | 99 5 
1889 . 101.0 98 8 101.3 98.1 
1890; 100.6 95 7 18 | 93.9 
1891. 100.8 95 7 102.5 92.8 
1892 . e 102.5 97.7 101.2 95.8 
1893 . 102.8 97.0 100.7 95.6 
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smaller provinces and localities where the members can all 
know one another; but, while the uncertainty as to the length 
of time it will take to redeem a loan, depending as it does on 
the general success and good management of the association, 
may lead some borrowers to prefer them because, under this 
arrangement, they will share in the profits, others would be 
afraid of having to share also eventual losses. A mortgage 
bank, on the other hand, makes with the borrower a certain, 
definite, business-like contract as to the rate of interest to be 
paid, and the length of time in which the loans shall be re- 
deemed, and has a large capital of its own which guarantees 
that it will carry out its part of the agreement. In Germany 
the bonds issued under these two different systems are of 
equally good standing, but the mortgage bank seems to be 
gaining ground. 

The German mortgage concerns have thus procured for the 
property owners long loans, to be repaid in the course of from 
thirty to fifty years. This meant a conversion of fluctuating 
into fixed capital, the money invested being used for improve- 
ments, with the understanding that it was to be repaid, not in 
one sum after the lapse of a few years, but gradually out of 
the earnings of the property itself; and these banks have thus 
rendered the farmers of the country important services. The 
average rate of interest paid by borrowers on mortgage loans 
is stated by the various American consuls * to be as follows : — 


MMM 2 ttt tll tlt lw ow SS to € and even 5% 
Ch ah a we me we ee oe we ee 
Beemewic® 2. wn ttt ltl tlw ke RS tO BS 
Ds +h se ewe ts ee « SOS 
a 
Diisseldorf and Essen. .. . 34% to 44% 
ee ee > 
De +sh ti twee nawe « « SS See 
Dt ss 6 eee wes « + OS ee 
Beween (Gem.). . ws sce we eo ow wo BY WE 
a a 


There are no exact and complete German statistics in exist- 
ence, showing the amount of mortgages of the country. In 


* United States Consular Reports, 1889, Nos. 110 and 111. 
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the United States Consular Reports of 1889 are mentioned, in 
addition to the concerns already referred to, the Prussian 
savings-banks as holding 651,000,000 marks, and the German 
life insurance companies as holding 306,000,000 marks, giving 
a total held by all these institutions of 5,889,000, marks. 
Herr Moser* in a recent speech estimates the total mortgage 
indebtedness of Prussia at from 10,500,000,000 to 11,500,000,- 
000 marks, and that of Baden at from 500,000,000 to 600,000- 
000 marks. Meintzen tin 1871 gives the figures of 7,960,- 
000,000 marks for Prussia, and estimates the average mort- 
gage indebtedness to be 39.7 per cent of the value of Prussian 
property. And Mr. Mulhall ¢ reaches the conclusion that the 
ratio of mortgages to the value of the property is 49 per cent. 
This ratio is higher than for any other European country, as 
should be expected in the country where mortgage banking 
has reached its highest development. Without laying too 
much stress on the accuracy of these estimates, there can be 
no doubt that it is a prevailing practice in Germany to en- 
cumber property, and for a relatively high proportion of 
its value. 

While there are many causes for the rapidity with which 
Germany has risen economically, industrially, and politically, 
there can be no doubt that the excellence of the mortgage 
banking facilities is one of them. In this manner the distribu- 
tion and profitable employment of capital has been facilitated. 
It has been made possible for any one to obtain capital, even 
though the security has not been of a strictly commercial 
character; and in this manner new enterprises have been en- 
couraged. The excellent system of mortgage banking has 
facilitated and cheapened building operations in the cities, and 
has in the country made the change from serfdom to peasant 
proprietorship easier. It has raised the level of German agri- 
culture, has procured for the farmer drainage and improved 
breeds of live stock; and, while thus assisting the borrowers, 
it has at the same time afforded the capitalist and investors 
safe, permanent investment securities. 


*Speech in the Kammer of Baden, Frankfurter Zeitung, June 8, 1894. 


t Vol. iii. pp. 91-212. 
t Statistical Dictionary, 1886. 
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There has thus arisen in Germany, to the immense benefit 
of the borrowing public, beginning with the year 1779, a sys- 
tem of mortgage banking, partly consisting of mutual associa- 
tions fostered by the government, partly of government con- 
cerns, and partly of independent private banks subject to 
some government regulation. The system of mortgage bank- 
ing has extended until there are upwards of sixty concerns, 
among which the private joint stock banks seem to be gaining 
ground, making safe mortgage loans on income property, on 
the basis of which bonds have been issued amounting to over 
6,485,000,900 marks, this amount having been obtained from 
the public at an average rate of about 33 per cent. 


D. M. FREDERIKSEN. 
CHICAGO. 
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RECENT DISCUSSIONS ON RAILWAY 
MENT IN PRUSSIA* 





Tue list of pamphlets and articles given below indicates 
how active a discussion has been taking place of late on cer- 
tain phases of railway administration in Prussia, Some ac- 
count of this discussion may be of interest to English-speaking 
students of railway matters and of public business manage- 
ment. For convenience in following its course, the various 
publications have been grouped under three heads, which rep- 
resent roughly their chronological sequence. In the first 
group are four pamphlets, which criticise, more or less severely, 
the existing administration. In the second are two, more 
impartial in tone, commending some things, condemning 
others, and suggesting remedies for admitted evils. Finally, 
in the third we have some quwasi-official statements from men 


*(1) Zur Kritik der pr ischen Staatseisenbah ltung. Hine Zeitungs- ’ 
diskussion. Berlin: Puttkammer & Miihlbrecht. 1891. 

(2) Die Entwickelung unserer Staatseisenbahnen. Von Indicator. Berlin: 
Rosenbaum & Hart. pp. 33. 1891. 

(3) Unsere Staatseisenbahnen: wie sie sind und wie sie sein sollen. Offenes 
Wort eines alten Praktikers, Berlin: Puttkammer & Miihlbrecht, pp. 34, 1892. 

(4) Die Stellung der hiheren Techniker in der Staatseisenbahnverwaltung. 
Entgegnung auf die Schrift des Herrn Ulrich. Leipzig: W. Engelmann. pp. 
31. 1893. 

(5) Zur Umgestaltung der preussischen Staatseisenbahnverwaltung. Berlin: 
C. Heymann. pp. 32. 1892. 

(6) Die Zukunft des preussischen Staatseisenbahn- und Staatsbauwesens und 
threr hiherer Beamten. Von einem Freunde derselben, Leipzig: W. Engel- 
mann. pp. 46. 1892. 

(7) Die Ausbildung der hoheren Verwaltungsbeamten in Preussen und thre 
Stellung in der Staatsei waltung. Von F. Ulrich. Berlin: Springer. 
‘ pp. 62. 1893. 

(8) Die Ausbildung der héheren Verwaltungsbeamten. ... [Reviewed by] G. 
Cohn, in Archiv fiir Lisenbahnwesen, 1893, pp. 335-340. 

(9) Neuere Literatur iiber Eisenbahnwesen. Von A. v. d. Leyen. Jahrbuch 
Siir Gesetzgebung, vol. 17, pp. 499-503 (April, 1893). 

(10) Die Ausbildung der Assessoren fiir die Eisenbah ltung. Noch ein 
Wort zur Vorbildung der hiheren Eisenbahnbeamten. Von Lentze, Regierungs- 
rath in Diisseldorf. Archiv fiir Lisenbahnwesen, 1893, pp. 637-656; 1894, pp. 255- 
274. 

4 (11) Zur Vorbildung der Eisenbahnbeamten. Von de Terra, Eisenbahndirek- 
tor in Frankfurt. Jahrbuch fiir Gesetzgebung, vol. 17, pp. 1109-1128 (October, 1894). 

(12) Denkschrift, betreffend Umgestaltung der preussischen Eisenbahnbehor- 

den (April, 1894). Annalen des Deutschen Reichs, 1894, No. 8. 
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high in the administrative hierarchy, who may be supposed 
to give the views of the powers that be. 

From one source and another the administration of the 
state railways of Prussia has been attacked on various points: 
as to the mechanical condition of the railways, as to the 
organization of the working force and the efficiency of the 
administrative machinery, and, finally, as to the training of 
the higher officials. These complaints run together, and can- 
not easily be set forth separately; but it is probable that they 
stand for different sorts of real difficulties, and it is at all 
events helpful to distinguish them in considering the individ- 
ual pamphlets and articles. 

The whole discussion seems to have begun with some arti- 
cles published in the National Zeitung of Berlin in the sum- 
mer and autumn of 1891, which were later reprinted in the 
first pamphlet cited in our list. These articles attacked the 
state railways for inferiority in mechanical matters, and for a 
supposedly detrimental predominance, in the general manage- 
ment, of administrators having only a legal training. As to 
mechanical defects, the brake question received most atten- 
tion. Ten or a dozen years ago the state railways adopted 
the Carpenter brake in preference to the Westinghouse brake. 
The former is now alleged to be ineffective and unsatisfactory, 
and the administration is accused of having made a serious 
mistake in adopting it. That mistake, again, is said to have 
been due to insufficient knowledge among the managing offi- 
cials. The education of these administrators is chiefly in the 
law. They are Juristen. Their training has been exclusively 
legal, and they are unable to form an independent or trust- 
worthy judgment on mechanical matters. 

The second of the attacking pamphlets, Die Hntwickelung 
unserer Staatseisenbahnen, followed much the same lines as 
the first, but gave more attention to alleged mechanical de- 
fects. The writer set forth that the rails were badly con- 
structed and badly laid; the whole ober Bau — rails, ties, and 
the rest— too weak; the rails insecurely supported and un- 
evenly laid; the riding rough; hence the impossibility of run- 
ning very fast trains. The methods of English railways were 
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declared to be much superior, and to offer a model which the 
Prussian roads should imitate at once. Further, the signal- 
ling methods and station arrangements were said to be inferior 
to the English. Interlocking and automatic signals are little 
in use. “The system in Germany, a thoroughly vicious one, 
leading to accidents like that at Bergedorf, is to rely on 
punctilious obedience to highly complicated instructions on 
the part of officials whose attention is absorbed by many and 
varied duties.” The locomotives, also, are said to be inferior 
to the English. The administration adopted at one time 
standard passenger and freight locomotives, to be used on all 
the state railways, at a time when the improvement of locomo- 
tives was progressing fast in England. It is true that steps 
were taken later towards constructing other and larger engines; 
but it is alleged that the better plan would have been to make 
no attempt at uniformity, and to allow each division, or Direk- 
tion, to work at the problem for itself, thus securing some 
helpful variety and competition. When the Stadtbahn was 
opened in Berlin, the engines there put in service were built 
on the standard type, although, according to our author, they 
were not adapted to the peculiarities of that service. Other 
complaints on this score are added, which need not be further 
detailed, the nature of the criticisms being sufficiently indi- 
cated by those already cited. 

The same writer attacks the existing methods of manage- 
ment on another ground,— pedantry in examinations and 
appointments. There is an excess of examinations, especially 
among the engineers and technical experts. Thus, candidates 
for what we should call the master-mechanic’s department, 
the Maschinen -techniker, must pass at least four examina- 
tions, of which but one is said to be practical, the rest requir- 
ing mere text-book memorizing. In general, our critic finds 
an excessive amount of red tape. All this is supposed to be 
due to the absence of healthy competition, and to present a 
significant contrast to the successes achieved by the Germans 
in private industries competing in the open market with the 
English. 

In the third publication on our list, Unsere Staatseisen- 














80 QUARTERLY JOURNAL OF ECONOMICS 





bahnen, something more is said by this “practical” author 
of the physical condition of the roadbed, the track, the rails; 
something also of the excessive length and complication of 
the instructions given to officers, the needlessly large amount 
of writing and reporting required, and the mechanical com- 
pliance with rules and regulations demanded. It is stated, 
moreover, that the required strict compliance with formal 
regulations leads to the employment of needless numbers of 
men, and of superfluous locomotives, cars, and yard space,— 
all serving to swell operating expenses. But more space is 
here given to the predominance of the Juristen in the higher 
ranks of the administration, and to the undue subordination 
of the engineers. The chief power and the best pay go to 
officials who enter the railway service by way of the law. 
Next after them come the civil engineers,—if that term 
can be taken as an accurate translation of Bau-techniker; 
while at the bottom of the list are the mechanical engineers, 
or Maschinen-techniker. The last named, it is said, are in fact 
the best equipped and most competent of all the three, and 
should be given more rapid promotion and a larger share of 
the higher posts. The author emphasizes this point when he 
sums up his opinions, by way of conclusion, in two proposi- 
tions: first, that the unsatisfactory results achieved by the 
state railways are due to the sway of the lawyers, whose 
practical knowledge and training are insufficient ; and, second, 
that high operating expenses and unsatisfactory safeguards 
against accidents indicate inefficiency in the operating depart- 
ment, again due to the failure to put in charge those who are 
best equipped. 

The complaints of the rule of the lawyers and of the 
undue subordination of the engineers, prominent in the 
pamphlet last cited, appear again in the fourth pamphlet, 
which, though published at a considerably later date, may be 
conveniently noticed here. It is an answer to the guasi- 
official utterance of Herr Ulrich, presently to be described, 
and gives attention mainly to the position, salary, and promo- 
tion of the engineers. These, it is repeated, should have a 
larger share in general administration; and an injustice is 
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said to be done them in the slowness of their promotion and 
the small number of higher positions open to them. In some 
of the later comments on this particular item in the contro- 
versy it was said that its author, evidently himself an engineer, 
gave evidence of nothing more than selfish complaint from 
dissatisfied engineers, and deserved no serious attention as a 
critic of general conditions; and, certainly, the questions of 
salary and promotion fill much space in his pages. 

We may turn now to the second group, and consider briefly 
the two anonymous pamphlets, numbered 5 and 6, which 
profess to take an impartial position in the controversy. 
While admitting the existence of some engineering and tech- 
nical defects, both of them give high praise, in general, to the 
administration of the state railways. Both assert, however, 
that the training of the railway officials is unsatisfactory. The 
engineers, it is said, have a too exclusively technical training, 
and need a better equipment in matters of administration, 
financial management, and economics at large. On the other 
hand, those now active in general administration receive a 
training too exclusively legal, not such as to prepare them 
for an understanding of the concrete questions presented to 
the railway administrator. The path to preferment in the 
higher places of the railway service, it is pointed out, is to 
study law at the university, take the assessor examination, 
and then secure an assignment to railway service,—in other 
words, to take the training traditional for those who wish to 
enter the inner circle of German bureaucracy. Both writers 
seem to be of opinion that the general principle of this 
arrangement should be maintained: the higher posts should 
be reserved in the future, as in the past, for those whose 
training has been for administration rather than in engineer- 
ing and technology. But they admit defects in the narrow 
training now secured by the Verwaltungsbeamten. The 
“friend” of these officials, indeed, who writes the sixth 
pamphlet, presents at the close of his contribution to the dis- 
cussion a very elaborate scheme for a special course of training 
for railway officials, in which the subjects, semesters, and oppor- 
tunities for practical experience, are planned with great detail. 
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In the third group of papers and articles, by railway officials, 
unquestionably the most important is the careful paper on 
Die Ausbildung der hiheren Verwaltungsbeamten, by Herr 
Franz Ulrich, an important official in the Ministry of Public 
Works at Berlin, well known as the author of perhaps the best 
book on railway rates. This able and distinguished writer 
admits the existence of some evils. He does not believe, 
indeed, that there is ground for deep dissatisfaction, and lets 
it be distinctly understood that in his judgment the higher 
administrative officials are not to come from the ranks of the 
engineers or technical experts, but to be promoted, as in the 
past, from the general candidates for places of distinction in 
the German bureaucracy. The problems with which they 
have to deal are largely administrative, industrial, and finan- 
cial, for the solution of which the training of the engineers 
gives little aid. But Ulrich admits freely that at present the 
education of the candidate for this sort of work is inadequate. 
As a measure of immediate reform, he proposes that the can- 
didates who now prepare for railway service by studying law 
at the universities and then taking the assessor examinations, 
shall be given some opportunity for practical experience when 
they first enter the service, and shall have a later opportunity 
to attend regular lectures and systematic instruction in rail- 
way matters. He suggests also a more radical remedy,—an 
entire change in the training required of candidates for the 
railway service, by diminishing their legal studies and requir- 
ing greater attention to economics, public administration, and 
technical railway questions. In fact, the training of the rail- 
way Official should be a separate one as soon as he enters the 
university, which is to provide a course of study for him as 
distinct from that of the lawyer as from that of the engineer. 
So far as the engineers themselves are concerned, Ulrich in- 
timates that the real difficulty in their case is that there are 
too many of them, the lower ranks of the profession being 
full and the number of higher places available for them neces- 
sarily small. Their promotion, therefore, is inevitably slow. 
That they should ever have an important place, not to say 
a@ commanding one, in the general administration of the rail- 
ways seems to him of more than doubtful expediency. 
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Much in the same vein is the discussion of the subject at 
the hands of another writer, even better known to students 
of economics,— Professor Cohn, of Gittingen,— who reviews 
Ulrich’s paper in the Archiv fir LHisenbahnwesen. This dis- 
tinguished scholar points out that the controversy is not a 
new one. The need of some separate training for administra- 
tive officers has often been urged in times past, and has be- 
come more prominent now only because of the enormously 
greater importance of efficient public administration. He 
intimates a doubt whether the initial training of the candi- 
dates in the law should be done away. The first two years 
of their university career can be advantageously given to 
legal studies, if only for intellectual discipline and general 
ripening of judgment. With the spirit of Ulrich’s proposals 
he finds himself in hearty accord, and so joins the ranks of 
those who would welcome some important change in the 
training of the candidates for administrative positions in the 
railway service. 

A less cordial reception, on the whole, is given to the pro- 
posals for innovation by the next two writers on our list, both 
again railway officials now in service. Herr A. v. d. Leyen, 
known to American readers by his discussions of railway 
experiences in the United States, and an official of position in 
the Prussian service, intimates even more distinctly than his 
colleague Ulrich that the engineers are not to aspire to more 
and better places than they have had in the past, and that the 
administration of the railways will always require a staff of 
officials whose training shall be predominantly legal and ad- 
ministrative. The explanation of the complaints made for 
the last few years he finds largely in the personal dissatis- 
faction of certain engineers. Some changes in the existing 
methods of training may be desirable; but, on the whole, lit- 
tle concession is here made to the remonstrants. Even less 
concession is made by Herr Lentze, in the articles cited from 
the Archiv fir Hisenbahnwesen. This official finds, indeed, 
that the Assessors are not always employed to best effect in 
the service as it now is, being sometimes set to clerk-work, 
which could be attended to by less highly trained persons. 














84 QUARTERLY JOURNAL OF ECONOMICS 





But he believes that a thorough and prolonged legal training 
is needful for higher administrative work, and that in this re- 
gard things should remain much as they are. 

Finally, quite a different light is thrown on the situation by 
the article in the Jahrbuch fir Gesetegebung for October last. 
Its writer, Herr de Terra, a railway Direktor at Frankfort, 
agrees with Ulrich in believing that a training in the law 
does not constitute a satisfactory equipment for the duties of 
the higher administrative officers of the railways, and, while 
differing as to details, admits that there should be a separate 
curriculum, beginning at the outset of the university career, 
for candidates looking to the railway service. But more in- 
teresting to the foreigner is his presentation of one peculiar 
cause of inefficiency and expense. This he finds in the neces- 
sity of finding employment in the service for military officers, 
and particularly for non-commissioned officers, who have 
served their term in the army, and are to be provided for in 
later years by positions in the railways. In order to make 
the position of non-commissioned officer in the army attrac- 
tive, it has been formally provided that they shall have a pref- 
erential right to appointment in various positions on the rail- 
ways. Herr de Terra informs us that the work of these men 
is far from satisfactory; their education is insufficient, espe- 
cially for responsible positions in larger stations; and the fact 
that they are entitled by right to their places naturally does 
not render them more eager and active in service. Their 
presence, directly and indirectly, causes operating expenses to 
be higher, and entails a charge on the railway administration 
which should properly be set to the military account. Even 
with this assurance of a certain livelihood in later years, the 
non-commissioned officers attracted to military service are said 
to be of unsatisfactory quality: the railways are burdened 
without the attainment of the desired military advantages. 


The object of the preceding summaries has been mainly to 
present the pros and cons of the controversy to those students 
of railway economics who may not have had opportunity to 
follow it. To pass judgment on it is impossible for one not 
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on the ground and not in close contact with current events. 
The internal evidence is that some at least of the complaints 
are not without foundation. It is true that their anonymous 
character (all the pamphlets in the first and second groups are 
anonymous) has been urged against them in some of the guasi- 
official answers; but this hardly deprives them of weight. 
Place and promotion in the German bureaucracy depend so 
largely on the good will of the administrative chiefs that a 
certain stifling of free criticism is inevitable among those en- 
rolled in the service; yet they alone are likely to have such 
an acquaintance with the details of management and operation 
as would make intelligent criticism possible. 

The general impression left on the outsider is that there 
have been some engineering and mechanical mistakes in the 
Prussian administration. But, doubtless, they have been 
exaggerated ; and doubtless it would be difficult to make out 
any clear connection between them and that predominance of 
the Juristen from which they are alleged to spring. Whether, 
on the whole, balancing successes and failures, the mechanical 
operation of the Prussian railways has been faulty, there is no 
satisfactory evidence in the material here under review. To 
reach any helpful conclusion on such a point is at best almost 
impossible for a layman, and in any case would involve a 
comparison, not between methods in Germany on the one 
hand and England or the United States on the other, but 
between Germany under public management and Germany 
under private management. 

As to the training of administrative officers, and especially 
of those who look forward to a share in the work of general 
management, it has been admitted in almost all quarters that 
there is need for improvement. So general was the agree- 
ment on this point that a commission was appointed by the 
ministry to investigate the subject, and prepare a scheme for 
the training of railway administrators. But the commission 
has not reported, and apparently is not likely to do so: the 
whole matter seems to have been shelved. The question evi- 
dently has wider bearings than those connected with the rail- 
way service alone. It touches the unsettled educational prob- 
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lems as to the position of the classical gymnasium and of the 
humanistic training which is the main gate of entry to the 
bureaucracy, and to those branches of public service having 
the greatest social prestige. Herr de Terra, in the article 
cited above, has occasion to explain that the scheme of edu- 
cation for railway officers which he proposes will not cause 
their position to have less of public esteem or of Vornehmheit, 
—an explanation which of itself indicates how important a 
part this factor in the situation plays. 

On one point there can be no reasonable doubt. There has 
been an excess of red tape, a multiplication of officers, an un- 
necessary quantity of writing and reporting in the railway 
administration of the last ten years. So much may be gath- 
ered with certainty from the fact that the ministry has pro- 
posed a reorganization of the railway service, described in the 
Denkschrift last enumerated in our list of publications, by 
means of which the services of no less than eighteen hundred 
administrative officers will be dispensed with. The defects of 
the past doubtless have been due largely to historical causes. 
When the private railways were bought by the state, their 
divisions and boundaries were naturally made the basis of 
the organization of the state railways. As time has gone on 
and the system of public management has got into permanent 
working order, the rearrangement in organization has become 
feasible, and a scheme having this object in view was laid 
before the Landtag during the last spring. But it may be 
fairly inferred that, in addition to the defects due to the 
transition from private to public management, some of the 
defects inevitable in public management even at its best have 
shown themselves. A certain unwieldiness, a mechanical 
insistence on obedience to rules and regulations, a cumbrous 
system of checks and counter-checks, an excess of formalism 
not least likely in a bureaucracy like that of Germany, a lack 
of freedom and elasticity,— these are the obvious drawbacks 
of public management; and the indications are that they have 
shown themselves in Prussia. 

All this, however, is not inconsistent with admitting that 
the system of public management in Prussia has been, on the 
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whole, unmistakably successful. Financially, industrially, and 
probably even in the details of administration, the Prussians 
have reason to be proud of the results secured by their body 
of trained public servants. The opponents of public manage- 
ment in countries like England and the United States will 
doubtless be tempted to find in the current controversy evi- 
dence in support of their assertions as to the general disadvan- 
tages of state ownership. But it is significant that even the 
severest critics in Germany never hint at such a thing as a 
return to the system of private ownership or suggest that the 
evils of the present régime outweigh its benetits. If some 
mistakes have been made, and if some of the defects inevitable 
in any system of public management have been encountered, 
the general result has, none the less, been one in which the 
German people and German bureaucracy may take pride. 


F. W. Taussie. 








EARLY EXPERIMENTS WITH THE UNEMPLOYED. 


In this paper I shall sketch the history of the attempts 
which were made in England during the sixteenth and seven- 
teenth centuries to deal with the old problem of finding em- 
ployment by the public authorities for those who will not or 
who cannot find work for themselves. This subject has been 
touched upon by Professor Ashley, who mentions the houses 
of correction in Edinburgh, Dublin, and Exeter.* Professor 
Cunningham also notes that work was provided in Lynn 
(1581), in Leicester (1584), and in Beverly (1599).f To these 
instances I can add several others from various county and 
parochial histories. 

In general, a distinction was made between “ vagabunds 
and myghtie stronge beggars” and “other poore and needye 
persons beinge willinge to work.” The former were dealt 
with in houses of correction, while the workhouse furnished 
employment for the latter class. I shall speak first of the 
houses of correction, then of the workhouses, and finally of 
some other ways in which work was offered. 

1. The statute of 1575+ ordered that houses of correction 
should be provided in each county for punishing and employ- 
ing “rogues or unsettled poor.” These houses were to be 
made ready in a year, or within such times as seemed meet 
and convenient to the justices. Perhaps this last clause 
weakened the force of the statute, for few attempts seem to 
have been made to execute its provisions. 

Before the passing of this statute, however, at least three 
cities had established houses of correction. In 1553§ King 
Edward VI. gave his house of Bridewell to the city of Lon- 
don “to be improved to be a Workhouse, not only to give 
Lodging to poor, idle, wandering Persons, Beggars, and oth- 
ers; but to find them Work to help maintain themselves. 
Two years later the City entered in and took Possession.” 

* Economic History, ii. 376. 


+t Growth of English Industry and Commerce, ii. 60. 
+18 Eliz., c. 3. §Strype’s Survey of London, i. 215. 








EARLY EXPERIMENTS WITH THE UNEMPLOYED 89 


The strict administration of the laws secured much better 
order in the city. In 1575 “there were few or no Rogues 
and Thieves in the Gaol, for Rogues nor masterless man 
dared not once appear in those Parts; into such good order 
had the care of the Magistrate at this Time brought the City 
and Suburbs.”* About ten years later (1586), the same 
chronicler states that they had in prison in Newgate “the 
most principal thieves of the Realm, and they lacked but 
one,” | who seemed to elude capture. All these good effects 
were “owing to the great care of the Recorder, Fleetwood.” 
In 1614 “the Lord Mayor of London thus detailed the steps 
he took to reform what he found out of order in the city.t 
He had freed the streets of a swarm of loose and idle va- 
grants, providing for the relief of such as were not able to 
get their living, and keeping them at work in Bridewell, 
‘not punishing any for begging, but setting them at work, 
which was worse than death to them.’ ” 

The king’s house of Bridewell gave its name to other estab- 
lishments of a like character; for example, a “ Bridewell” was 
established in Norwich in 1571.§ “The poor being very op- 
pressive for want of regular relief, the mayor and his successor 
made divers excellent orders and rules for their maintenance, 
and, by erecting a Bridewell at the Norman Spital, did much 
service to the city.” The next year Queen Elizabeth gave a 
charter to the Corporation of Ipswich, which had “ appointed 
certain houses for the correction of the vicious and curing of 
the sick, and called it Christ’s Hospital.” || The purpose of 
the hospital is thus stated: “that the poor and orphans may 
be taught, such as were sick to be preserved alive for honest 
uses, and the slothful vagabonds and sturdy beggars, women 
of bad name and reputation, to be committed to custody and 
made to labor for their reformation.” According to the same 
author it proved much less efficacious in promoting good mor- 
als than the similar institutions in London and Norwich. The 
date of the establishment of the Bridewell at Plymouth I 


*Strype’s Survey of London, ii., Book V., p. 538. + Ibid , ii., Book V., p. 543. 
+ Remembrancia of the City of London, iii. 159. 

§ Blomefield’s Norfolk, iii. 296. 

|| Wodderspoon’s Memorials of Ipswich, p. 291. 
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have not found; but in the municipal records for 1580-81 
occurs this entry: * “Item rec of St Fraunces Drake, Ken- 
eighte, imployed in the house appoynted for ye Bridewell, 
li” In 1589 the justices of Bury in Suffolk drew up regula- 
tions for a house of correction in that place. 

From 1590 to 1598 I have found no record of the establish- 
ment of any Bridewell. Perhaps the officials had relaxed 
their vigilance. In 1593 there is this record concerning Lon- 
don: “About the year 1593, and before, the City, as well as 
other parts of the kingdom, was grievously pestered with beg- 
gars.” Sir Edward Hext, a Somersetshire justice, who writes 
in 1596, gives a striking account of the lawlessness in his 
county. He says:§ “This year there have been 183 most 
wicked and desperate Persons set at liberty. In truth, work 
they will not; they will rather hazard their Lives than work. 
And this I know to be true. For at such Time as our Houses 
of Correction were up (which are put down in most Parts of 
England, the more Pity) I sent divers wandering suspicious 
Persons to the House of Correction; and all, in general, would 
beseech me with bitter tears to send them rather to the Gaol. 
And denying it them, some confessed Felony unto me; by 
which they hazarded their lives; to the End they would not 
be sent to the House of Correction, where they should be 
forced to work.” As an example of the boldness of the va- 
grants, he writes: || “And this year there assembled 60 in a 
Company, and took a whole Cartload of Cheese from one driv- 
ing it toa Fair and dispersed it among them.... Which may 
grow dangerous by the Aid of such Numbers as are abroad, 
especially in these Times of Dearth.” After other instances 
of the same kind he says: {| “By this your good Lordship [the 
Lord Treasurer] may inform yourself of the State of the 
whole Realm; which I fear me is in as ill Case or worse than 
ours. The greatest Fault is in the inferior Ministers of 
Justice; which should use more earnest endeavor to bring 

* Plymouth Municipal Records, p. 123. 
+ Eden’s Appendix vii. to State of the Poor, cxxx., vi. 
¢Strype’s Survey of London, ii., Book V., 545. 
§Strype’s Annals, iv. 290. | 1bid., p. 292. 
q Ibid., p. 294. 
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them to the seat of Judgment and Justice.” Lord Coke also 
bears witness to the practical value of the early houses of 
correction ; for he writes, “Upon the making of the statute 
of 39 Eliz. and a good space after, whilst the justices of 
peace and other officers were diligent and industrious, there 
was not a rogue to be seen in any part of England; but, 
when justices and other officers became tepidi or trepidi, 
rogues, &c., swarmed again.”* A little later he writes, “ And 
few are committed to the house of correction or working 
house but they come out better,” —a statement which is 
not true to-day, I fear. 

It may be merely a coincidence that I have found no record 
of the founding of these institutions during this period of in- 
creasing license and crime. That houses of correction were 
still regarded as beneficial is indicated by two statutes passed 
during this period.t They sim at encouraging the establish- 
ment of “ working houses” and houses of correction; and the 
later act provides that any person may found and establish 
one or more houses of correction if only each have an endow- 
ment of the clear yearly value of £10. 

The records of Liverpool state that in 1598§ the citizens 
“at a Convocation or Assembly in the Common Haule” agreed 
“that a howse, termed a Howse of Correction, shoulde be had 
and taken for the poore people.” The same year, || at Easter, 
four houses of correction were to be erected or hired at Tavis- 
tock, Honiton, Chumleigh, and Newton. A year later “eight 
Hundreds in Norfolk erected a union Bridewell at Swaff- 
ham.” { About 1602 the counties of Middlesex and Surrey 
proposed to erect two houses of correction; and, after the 
lapse of a dozen years, the Common Council granted them 
£500 towards these two buildings.** In 1606 is a record that 
the house of correction at Nottingham is to “be sett upp 
agayne att Saynt John’s,” tt but I have not been able to find 
the date of its first establishment. 


* Coke’s Institutes, 729. + Ibid., 734. 
35 Eliz.; 39 Eliz., c. 5. § Pictou’s Municipal Records, i.114. 
|| Quarter Sessions of Eliz., 17. 7 Blometield’s Norfolk, vi. 205. 


** Remembrancia of the City of London, ii. 231; Ibéd., iii, 179. 
tt Records of Borough of Nottingham, iv. 279. 
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In 1609-10* an act of Parliament once more ordered the 
establishment of houses of correction, and made the justices 
responsible for the erection of these houses, and liable to a fine 
of £5 for every case of neglect of duty. This statute stated 
that the previous “ Lawes have not wrought soe good effect as 
was expected, as well for that the said Howses of Correccion 
have not been buylte as was intended, as alsoe for that the 
said Statutes have not beene duly and severely putt in execu- 
cion as by the said statutes were appointed.” 

As a result of this act, Manchester established such an insti- 
tution about 1616. In the constables’ accounts of this city,t 
“from Michaelmas in Ac diii 1615 vntill Michas 1616” is this 
record : “Itm — Receaued for Hulme towards building a howse 
of Correction & other Necessaryes thereunto belonginge — 
xis. iiijd.” In these same accounts up to 1657 are various 
entries for sums received or paid for this establishment. Staf- 
ford did not carry this statute into effect till 1621,t when “the 
North Gate, late the Gaol of the County, was taken into the 
Towne’s use for a house of correction for the towne.” The 
next year Bury St. Edmunds used for this purpose a house 
which had previously been an almshouse.§ In 1623-24] an 
act was passed for erecting a “Free Schoole, an Almes- 
howse and House of Correécen within the county of Lincolne.” 
In 1632 the governor of the workhouse at Southampton J 
“was ordered to keep in a house of correction on the premises 
idle, vagrant persons.” Another “Act for erecting Work- 
house and House of Correction in the Towne of Shaftsbury” 
was passed in 1699.** 

This is the last record I have found relating to the early 
efforts to make work compulsory for those who were able- 
bodied, but lazy. The statutes were numerous enough; but 
they were, for the most part, ineffective. 

2. To turn now to the attempts to furnish work for those 
who were not “sturdie vacabunds and valeant beggars.” 
*7 Jac. L., c. 4., tI. 21; Court Leet Records, ii. 333. 
tCherry’s Stafford in the Olden Times, p. 20. 

§Tymm’s Handbook of Bury St. Edmund's, p. 75. 
| 21 Jac. I., c. 8. { Davies’s Southampton, p. 296. 
**9 & 10 Guil. III., ¢. 48. 
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The statute of 1548* provided that the “fee fermes and 
Somes of money for them during the three yeres nexte en- 
suyinge ...shalbe levied,” but not paid to the king. The 
whole sum was “to be employed and bestowed in and abowte 
repayringe of walls, bridges, settinge poore people on woorke 
or other good deads.” The act of 1575 ¢ orders that “in 
every Cittye and Towne Corporate within the Realme” the 
head officers shall provide “a competent store and stocke of 
Woole, Hempe, Flax, Iron or other Stufe” to furnish oppor- 
tunity for work to all the able-bodied. The famous 43 Eliz. 
sums up the whole experience of the previous years, and 
emphasizes three things: that work should be provided for 
the able-bodied, and that they should be compelled to work; 
that children should be apprenticed; that there should be 
compulsory assessment for the provision of the necessary 
funds. Yet for twenty or thirty years there was little effort 
to carry out the provisions of this act, if I may judge by the 
few records I have found. 

Morant states that a workhouse existed in Colchester in 
1594. He cites an order, in 1613, “for raysenge, settinge 
up and maintaininge of a workhouse for the settinge of such 
poore to work as are able.” In 1596 an act was established 
for the erecting of hospitals and working houses for the poor 
in Norwich. The Municipal Records || of Plymouth contain 
this entry: “1610, Sep. 28. A note of provisio»s delivered 
into ye Castle for the pore to thende they maye be there 
placed and sett on work, wch is but a beginninge for a fewe 
and for a tryall thereof.” A corporation was founded in 
London in 16499 “for the relief and employment of the 
Poor, and the Punishment of Vagrants and other disorderly 
Persons within the City of London and Liberties thereof.” 
The officers were to erect workhouses and houses of correc- 
tion as they should think fit.** They made good use of their 
authority, “for, while England was called a Commonwealth, 
in the Minories was a great Workhouse set up, belonging to 


*2 & 3 Edw. VL, c. 5. +18 Eliz. 
t History of Essex, i., Book III., p. 182; Ibid., i., Book III., p. 17, Appendix XX. 
§ Blomefield’s Norfolk, iii. 357. i p. 257. 


J Maitland’s London, p. 813. ** Tbid., p. 1024. 
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a Corporation . . . for the Poor.” A workhouse must have 
existed in Boston in 1655,* for “in the Mayor’s account for 
that year 14s. is charged for six wheels for the Workhouse.” 
Ten years latert land was bought for the maintenance of 
the workhouse at St. Thomas, and in the next year an act 
of Parliament {t provided for the erection of a “common 
Gaole and Workhouse for Devon.” 

A workhouse was established at Bristol in 1697, and was 
very successful at first, owing to the untiring exertions of 
Mr. Carey, a Bristol merchant. He wrote,§ “The success 
hath answered our expectation; we are freed from beggars, 
our old people are comfortably provided for; our boys and 
girls are educated to sobriety, and brought up to delight in 
labor; and the face of our city is so changed already, that 
we have great reason to hope these young plants will pro- 
duce a virtuous and laborious generation.” As a result of the 
early success of the Bristol experiment, there began what 
might be called a “workhouse movement.” Many other 
towns and cities || established workhouses of their own; and 
these met with varying success, according as they were well 
or ill managed. 

3. In addition to the workhouses and houses of correction 
there were other more or less organized efforts to provide 
work. In Southampton, in 1601, the town “permitted 
tradesmen to set up in the town on the understanding that 
they should take one or more of the town’s children.” “On 
one occasion, the clothiers offered to gather in the youngsters 
who were begging for want of work, and to employ them 
instead of strangers.” So it was “ordered that all the able- 
bodied should be compelled to work for the clothiers, or be 
punished.” The same year, in Boston,** “a mill to grind 
corn was set up, in which all persons who unlawfully begged 
or spent their time idly were to be employed.” In 1618 
King James sent to Sir Thomas Smyth “divers young people 

*Thompson’s Boston, p. 244. t Quarter Sessions of Eliz., p. 215. 

$18 & 19 Car. II., c. 9. § Eden’s State of the Poor, i. 281. 

9 Guil. III, Crediton, Tiverton, Exon, Hereford, Colchester, Kingston upon 
Hull, Shaftesbury. 


7 Davies’s Southampton, p. 297. **Thompson’s Boston, p. 76. 
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... that at the next opportunity they might be sent to Vir- 
ginia and set to work there.”* Norwich was devastated by 
the plague in 1625, and suffered great distress. “ At a court 
held Nov. 3f the city borrowed £50 to set poor people at 
work in the stone mines or pits.” About 1670 Thomas 
Firmin erected a building in the parish of Aldersgate in 
London, and there gave out work to all applicants.t He 
believed thoroughly in giving people work to be done at their 
own homes, and established his workhouse on these principles. 
Of its pecuniary success he says himself, “The worst that 
can be said of it is that it hath not yet been brought to 
bear its own charges.” In 1680§ Bristol made a “contract 
with one Mr. King and others for the employment of 500 of 
their poor people, or more, in spinning.” 

In many parishes money was left to “sett the poor on 
worke.” In 1562|| “Hughe Atwill, parson of Saint Ives, 
Cornwall,” left money for this purpose; and between this 
time and 1704 I have found thirteen such instances, At- 
tempts were made to teach children to work. Beverley is 
recorded { as having “the chardge of bringing upp and keep- 
inge of fowerscore orphans at knitting, spynnynge and other 
workes.” Southampton ** had an establishment for teaching 
children to “make bone-lace, knitt, or to carde and spinne 
eyther in the greate tourne or the small.” The governor 
of the house was also to catechize the children twice a week, 
with the humane provision “soe that yt excede not one houre 
at one time.” 

Auice Rotuins Brewster. 


* Remembrancia, v. 28. + Blomefield’s Norfolk, iii. 373. 
t Eden’s State of the Poor, i. 202. § [bid., i, 212. 
|| Records of Borough of Nottingham, iv. 408. { Poulson’s Beverlae, p. 338, 


** Davies’s Southampton, p. 297. 

















MEMORANDA. 








NOTES AND 


Tue Labor Association of London has begun the issue of 
a monthly periodical, entitled Labor Copartnership, the de- 
sign of which is to record and promote “ co-operative produc- 
tion based on the copartnership of the workers.” Mr. E. O. 
Greening, the president of the association, offers a word of 
welcome in the opening number; and Mr. G. J. Holyoake 
also contributes a few words. The monthly will contain notes 
and news of the movement, and will be welcome to all. The 
subscription price is one penny anumber. The central office 
of the association is at 9 John Street, Adelphi, London, W.C. 

Another record of the progress of the same movement is 
given in Mr. D. F. Schloss’s Report on Profit-sharing, made 
to the Labor Department of the Board of Trade, and noted 
in our list of current publications. Mr. Schloss’s exhaustive 
inquiry is confined to the United Kingdom, and results in the 
enumeration of 165 undertakings in which something like 
profit-sharing has been practised. Of these, 152 are cases in 
which profit-sharing proper has been tried or is being tried. 
In 51 cases it no longer exists: in 101 it is still in force. By 
far the larger part of the experiments are of very recent date. 
Among the 101 cases in which profit-sharing is still in force, 
the dates of adoption are given thus : — 


1886 for 6 cases. 1889 for 16 cases, 1892 for 10 cases. 
—_—- ee 1890 * 21 bid 18938 ‘** 4 ig 
1ss8 “6 is91 “ 13“ 1s“ 4 


This makes 85 cases since 1886, and 68 since 1889. Mr. 
Schloss gives careful details as to each case, and his report is 
thorough as to British experience up to the present date. 


Eak.y in the last summer it was announced that Professor 
Richard T. Ely, of the University of Wisconsin, was threat- 
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ened with something like a trial for economic heresy. It ap- 
peared that Mr. O. E. Wells, State superintendent of Public 
Instruction and ex-officio a regent of the university, had 
charged Dr. Ely, in the columns of the New York Nation, 
with encouraging strikes and practising boycotts, with writing 
books which “abound in sanctimonious and pious cant,” and 
contain “ Utopian, impracticable, or pernicious doctrines ” par- 
tially concealed, and, finally, with differing “as director of the 
: School of Economics” in the university “from Ely, the social- 
I ist, only in the adroit and covert method of his advocacy.” 
The regents of the university had then appointed a committee 
“to carefully investigate the charges made, the effect of Dr. 
Ely’s teachings upon the students, and the whole matter con- 
nected therewith,” and to report thereon. 
: Before the investigation was opened, Mr. Wells wrote to 
the committee, complaining that in preparing for their work 
they were unduly limiting the field of inquiry; and after their 
first open meeting he withdrew from the proceeding, and ad- 
dressed them in a second letter. The Communications of 
Superintendent Wells to the Investigating Committee give at 
some length, but in confused form, Mr. Wells’s grounds for 
his general charge of socialism, which is defended by a con- 
siderable number of references to Professor Ely’s books and 
published articles. Not far from the same time a statement 
prepared by Professor Ely was read at Chautauqua, in which 
he explicitly denied the statements that he had encouraged or 
assisted strikes or boycotts, declared his disbelief in socialism, 
| and pronounced anarchism to be “of hell,” and finally re- 
ferred with justifiable pride to his list of students at Johns 
Hopkins University in refutation of the alleged pernicious in- 
fluence of his teachings. This statement was published in the 
Chautauqua Assembly Herald of August 15. 
Whatever limitation of their field of inquiry the investigat- 
ing committee may at any time have thought of observing, 
their report to the Board of Regents, which we have as printed 
in the Madison Democrat of September 19, takes up all the 
charges made by Mr. Wells in his original publication, and, 
to follow their own language, “the result is a complete vindi- 
cation of Dr. Ely and the teachings and practices of our uni- 
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versity.” It is to be said that Mr. Wells had himself ad- 
mitted a considerable failure of the evidence on which he had 
rested his charge of complicity with strikes and boycotts, and 
that the gist of his charge against Professor Ely’s books 
appears to have been materially changed by his statement, 
repeated in different forms, that “the great reproach of all his 
writings is that no one can say positively what he thinks or 
would have his pupils believe.” In their general exoneration 
of Professor Ely’s publications and the instruction given by 
him the committee were confirmed by strong letters received 
from several leading economists, including the Hon. Carroll 
D. Wright and President Andrews of Brown University. 

It has been said—we cannot say with how much truth — 
that this proceeding had its origin in one of those questions as 
to rival text-books, which are so often the obscure cause.of war- 
fare in educational matters in this country. But, whatever its 
origin, it is evident that behind the whole was a grave question 
which at last hardly saw the light,— the question as to the 
freedom of opinion and expression which can be claimed by a 
teacher who has been selected as qualified for university in- 
struction. Suppose that the committee had found upon in- 
quiry that Dr. Ely is a believer in socialism, a follower of Bel- 
lamy, or a corresponding member of the Fabian Society,— 
what then? It is almost to be regretted that the whole case 
should have gone off upon certain issues of fact, and that the 
principle involved in the making of the charge originally, and 
the subsequent investigation of it by the regents, should not 
have been distinctly brought out as the matter which is, after 
all, of chief interest. The nearest approach to this subject is 
made by the committee in the following passage of their re- 
port :— 

[After referring to the great number of topics on which important publi- 
cations have been issued by members of the University, the committ~9 say,] 

Without doubt some things may have been written, not only social 
economics, but also on history, hypnotism, geology, psychology, educa- 
tion, and law, with which many good people could not agree. We can- 
not, however, be unmindful of the fact that many of the universally ac- 
cepted principles of to-day were but a short time ago denounced as vision- 
ary, impracticable, and pernicious. As regents of a university with over 
one hundred instructors, supported by nearly two millions of people who 
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hold a vast diversity of views regarding the great questions which at 
present agitate the human mind, we could not for a moment think of 
recommending the dismissal, or even the criticism, of a teacher, even if 
some of his opinions should, in some quarters, be regarded as visionary. 
Such a course would be equivalent to saying that no professor should 
teach anything which is not accepted by everybody as true. This would 
cut our curriculum down to very small proportions. We cannot for a 
moment believe that knowledge has reached its final goal, or that the 
present condition of society is perfect. We must therefore welcome from 
our teachers such discussions as shall suggest the means and prepare the 
way by which knowledge may be extended, present evils be removed, and 
others prevented. We feel that we would be unworthy the position we 
hold if we did not believe in progress in all departments of knowledge. 
In all lines of academic investigation it is of the utmost importance that 
the investigator should be absolutely free to follow the indications of 
truth wherever they may lead. Whatever may be the limitations which 
trammel inquiry elsewhere, we believe the great State University of Wis- 
consin should ever encourage that continual and fearless sifting and win- 
nowing by which alone the truth can be found. 


We are glad that this should go upon the record guantum 
valeat, but it still appears to us that the occasion was one on 
which a great State university might safely and usefully have 
given forth a more certain sound. 

Failing this, the University of Wisconsin is to be congratu- 
lated on its escape from the task, with which it appeared to 
be menaced, of drawing the line between economic orthodoxy 
and economic heresy. Professor Ely is to be congratulated 
on the enjoyment of a truly uncovenanted mercy in having 
been made the defendant so greatly to his personal advantage. 
Job’s desire was that his adversary had written a book; but 
Mr. Wells did far better than this for Professor Ely. As for 
Mr. Wells, we do not perceive any ground for congratulating 
him. 


ROSCHER’S PROGRAMME OF 18438. 


The late Professor Wilhelm Roscher must, beyond question, 
be regarded as the founder of the historical school of econo- 
mists, so far as that part can be assigned to any one writer. 
It was the “ Preface” to his Grundriss zu Vorlesungen iber die 
Staatswirthschaft, nach geschichtlicher Methode (Outline of 
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Lectures on Political Economy, following the Historical 
Method) which sounded the first clear note of the new move- 
ment in academic circles, and inspired its further progress. 
It is, therefore, justly described by subsequent writers as a sort 
of manifesto,—-as a programme not only for Roscher’s own 
scientific activity, but also for the future work of the historical 
school. 

A brief abstract of these significant pages has been given 
by Professor Cohn in the first volume of his Grundlegung, and 
by Dr. Ingram in his History. But these omit some points 
essential to a complete estimate of Roscher’s position. The 
Grundriss itself has never been reprinted. It is difficult to 
obtain; and it is very evident that not a few of those who have 
written about Roscher’s place in the history of economics — 
both among sympathizers and non-sympathizers — have failed 
to give adequate attention to Roscher’s own words. It may 
be worth while, accordingly, to print a translation of the 
“Preface” as a document, and in the interests of historical 
accuracy, now that attention is naturally being turned anew to 
Roscher’s achievements. 

The Grundriss is an octavo of 150 pages, published by the 
Dieterich house at Gittingen. It includes an “ Introduction” 
of less than five pages, and four books entitled, “General 
Part” (including Production, Distribution, and Consumption 
of Goods, and occupying twenty-two pages) ; “ National Econ- 
omy,” Volkswirthschaft (including a treatment, primarily 
historical and descriptive, of Agriculture, Industry, Trade, 
Population, and Poor Law, and occupying seventy-four pages) ; 
“ State-household,” Staatshaushalt (chiefly given up to Tax- 
ation and Public Finance, and taking forty-three pages); and 
a “Bibliography,” or Literdrgeschichte, of seven pages. Even 
these bare facts of arrangement are not without their signifi- 
cance. The work is made up of brief paragraphs, much as in 
Roscher’s later treatises, but more compressed, omitting verbs, 
and often merely indicating the subjects discussed. It is pre- 
ceded by the celebrated 


PREFACE. 


The following little work is simply intended for the purposes of the 
author’s lectures. The more the subject-matter of political science 











NOTES AND MEMORANDA 101 


daily increases in bulk, the less possible it becomes to work through 
it at all satisfactorily in a course of, at most, a hundred hours. And 
yet, as North-western Germany is almost entirely wanting in oppor- 
tunities for an administrative career, it would hardly be expedient to 
deal with political economy and financial science, or even economic 
policy ( Wirthschaftspolizei), in separate courses. And so for the author 
to put into print the outlines which he has hitherto dictated, together 
with a list of books for beginners, and thereby to gain twelve or 
fifteen hours to expand his lectures in, seems to him a quite sufficient 
advantage of itself. But he does not in the least intend by this to 
make it unnecessary for his hearers to take notes. He knows from 
his own experience how greatly the practice of writing the substance 
of a lecture conduces to attention during the hour, and regularity in 
attendance upon the course. 

Should any one acquainted with the science happen to take up this 
little book, he will not fail to notice that underlying the whole there 
is a peculiar and carefully followed method; to wit, the historical. 
It is clear, of course, that any judgment upon it must be deferred 
until in larger works I have clad in flesh and blood what is here a 
mere skeleton. The historical method exhibits itself, not only in the 
external form of a chronological arrangement of the material, where- 
ever that is possible, but most of all in the following fundamental 
ideas : — 

1. The question how the wealth of a nation is best furthered we, 
like others, regard as a main question; but it constitutes by no means 
our essential purpose. Political economy (die Staatswirthschaft) is not 
only a chrematistic, an art,—the art of becoming rich,—it is also 
a political science, whose business it is to pass judgment on and 
rule over men. Our aim is the representation (Darstellung) of what 
nations have thought, willed, and discovered in the economic field, 
what they have striven after and attained, why they have striven after 
and why they have attained it. Such a presentation is only possible 
in closest alliance with the other sciences of national life, and espe- 
cially the history of law, the history of polity, and the history of 
civilization. 

2. The nation is not merely the mass of individuals now living. 
He, therefore, who seeks to investigate the national economy, finds it 
impossible to satisfy himself with the observation of merely contem- 
porary conditions. Accordingly, the study of earlier stages of civil- 
ization — which, in any case, is the best teacher for all the ruder 
peoples of to-day — appears to us of almost equal importance, even 
though it is not possible in lecturing to give the same amount of time 
to it. 








102 QUARTERLY JOURNAL OF ECONOMICS 


8. The difficulty of picking out the essential and normal (das 
Gesetzmdssige) from the great mass of phenomena makes it obligatory 
upon us to compare with one another, from the economic point of 
view, all nations of which we can learn anything. Indeed, the nations 
of the modern world are so entwined with one another that no 
fundamental treatment of one is possible without a treatment of all. 
And the ancient peoples, whose career is already ended, are peculiarly 
instructive, in that their whole development lies completed before us. 
So that where in the modern economy a tendency can be shown 
similar to the old, the parallel furnishes us with a priceless clew to 
the estimate to be formed of it. 

4, The historical method will not be quick either to praise or 
blame any economic institution absolutely, as, indeed, it is certain 
that there have been few institutions that have been wholesome or 
harmful for all peoples and all stages of civilization. The leading- 
strings of the child, the crutch of the aged, would be unbearable by 
the grown man. On the contrary, it is a principal task of science to 
show how and why from reason has gradually arisen folly, from a 
benefaction a curse. No doubt the man of genius, although his study 
of the matter in hand may have been but slight, will easily distin- 
guish the essentials, which are the main things in practice, and 
readily separate the effete from the living. But what teacher can 
plan his lectures for none but men of genius? As a rule, he alone 
ean rightly judge when, how and why, e.g., land taxes, feudal dues, 
gild privileges, the monopoly of trading companies, must be abolished, 
who has completely understood why at one time they had to be 
introduced. Yet it is not to be supposed that this teaching will make 
practice easier, like a pons asinorum. Indeed, it will add to its diffi- 
culties, since it will call attention to the thousand and one consid- 
erations which have to be taken into account at every step of the 
legislator or administrator. 

It will be seen that this method aims at much the same result for 
political economy as the method of Savigny and Eichhorn has attained 
in jurisprudence. It is remote (liegt fern) from the school of Ricardo, 
although in itself it by no means opposes it, and thankfully seeks to 
make use of its results. For that very reason it is nearer to the 
methods of Malthus and Rau. And, far as I am from holding that it 
is the only way to truth, or even the very shortest, I am equally far 
from doubting that it leads through districts of peculiar beauty and 
fruitfulness, and that, once properly cultivated, it will never be quite 
abandoned. To history, historical economics can, and ought to, 
render somewhat the same service as histology and organic chemistry 
render to-day to natural history. 
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That I have throughout inserted in the outline a treatment of eco- 
nomic policy and of measures for promoting prosperity (die Wirth- 
schafts- oder Wohlfahrtspolizei) will not surprise any one after §§ 3 and 4. 
The other main division of administrative science (Polizeiwissenscha/t) 
— namely, legal administration (Rechispolizei) —I am accustomed to 
discuss in my lectures on politics (in politischen Vorlesungen), where 
general administrative institutions and principles find a suitable 
place. It may be rather more surprising that I should have placed 
the literature of political economy at the end of the whole rather 
than after the Introduction, as is the custom. But I know from 
experience that, when one follows the latter plan, it is either impos- 
sible, or possible only with an infinite expenditure of time, to turn 
the list of names into a succession of life-like and well-grouped char- 
acterizations. But at the end, when the hearers already know some- 
thing of the science, each book can be described in few words, and 
therewith may be combined a wholesome repetition of the most diffi- 
cult and controverted subjects. 

GOTTINGEN, Easter, 1843. 

The statement of Roscher’s position here given needs, how- 
ever, to be supplemented by the first part of the Grundriss 
itself, the 

INTRODUCTION. 


§1. Metnop or THE PoLiTicAL SCIENCES IN GENERAL. 


1. Distinction between the Historical and the Philosophical Methods.— 
The philosopher seeks after a system of concepts or judgments as 
abstract as possible,— i.e., divested as much as possible of the contin- 
gencies of space and time; the historian, a delineation of human de- 
velopments and relations, as closely as possible copied from real life. 
The former has explained a fact when he has defined it, and no con- 
cept appears in his definition which has not been already examined in 
the earlier portions of his system: the latter [has explained a fact] 
when he has pictured the men by whom and for whom it came to be. 

2. Subjective Character of the Philosophical Ideals of the State.— The 
commonest form under which the philosophical doctrine of the state 
appears is that of the ideal state. Divers expressions for it. Great 
differences both in fundamental ideas and in results. Yet almost all 
ideals, abstract as they may appear at first glance, are only somewhat 
improved copies of the conditions which actually surround the author, 
or which the party of the author seeks to introduce. The same thing 
with the laws of nature and esthetics. The only exceptions are the 
eclectics, and those philosophers of originality who avoid all detail. 
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Proof of the proposition from the leading theorists of modern times: 
Machiavelli, the reformers, the Jesuits, the absolutists of the seven- 
teenth century, Locke, Montesquieu, the revolutionaries, the reaction- 
aries, the constitutionalists. The case the same even with Plato. 
Explanation of this law: the influence of great theorists usually 
rests upon their giving scientific expression to thejdim feelings and 
unexplained wishes of their contemporaries, and furnishing them 
with scientific justification. But the real needs offa people must 
always, in the long run, be actually satisfied. It is only when, by the 
passage of generations, a people has gradually become something 
different that the individuals, who also have now changed, really come 
to need changed institutions. Such crises, when they are passed 
through in a legal manner, are called reforms; when with violence, 
revolutions. And thus when two philosophers work up into systems 
the differing political creeds of two parties, they do not, regarded 
historically, contradict one another. Each may be justified for his 
own people and his own time. 

8. Historical Method.— Examination of the political impulse among 
men, which can only be investigated by means of a comparison of all 
known peoples. What is uniform in the development of the different 
peoples put in the form of a law of development. Work of the 
historian and of the student of natural history similar. This his- 
torical method has, in any case, if it does not altogether go astray, 
objective truth. It is most instructive for the men of affairs, less 
indeed through immediate precept than by the formation of general 
political sense. Its highest aim is to hand on to posterity in scientific 
shape the political results to which humanity has attained. 

Section 2 is given up to definitions, which need not be cited here. 


§8. Position oF PoxtiticaL EconoMy IN THE CIRCLE OF THE 
PouiTIcAL SCIENCES. 


Political Economy (Staatswirthschaft) is the doctrine (Lehre) of the 
laws of development of the national economy ( Volkswirthscha/t). 

1. Relation to the Cameral Sciences.— Short literary history of the 
Cameral Sciences. The Cameral Sciences, or Private Economics 
(Privatékonomik), divided into Agriculture, Technology, Commercial 
Education, Forestry, and Architecture. Their object is to represent 
the present position and the most advantageous methods of the 
various branches of industry. Therefore, necessary auxiliaries to 
Political Economy. But, while the Cameralist has to do with things 
themselves, things interest the economist only so far as they affect 
human, and especially political, relations. 

2. Relation to the Other Political Sciences. — Politics is the doctrine 
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of the laws of development of the state as a whole. Political Econ- 
omy an especially important part thereof, and therefore one worked 
out with especial detail. International Law has the same relation to 
Politics: it is the more complete presentation of the foreign relations 
of the state. Important subdivisions of these branches: Financial 
Science and Diplomatics. Under Administration (Polizei) we under- 
stand the action of the state designed for the immediate protection of 
external order. So Administration forms one side of what is pecul- 
iarly called Politics (as legal administration), just as it does of Po- 
litical Economy (commercial policy, policy as to transportation, etc.) 
and of International Law (foreign relations). While the sciences 
just named discover the laws of development of the state from the 
study of all periods and peoples, statistics is a representation of 
existing states under the guidance of these laws. General Staatsrecht, 
Positive Staatsrecht. 

3. Value of Political Economy.— Indispensability of Political Econ- 
omy to any well-founded opinions upon the state, especially in our 
times. Warning, on the other hand, against one-sided overvaluation 
of material interests. The political and the economic side of the 
science to be equally emphasized. 

§4. Survey or THE FotLowine Course oF INSTRUCTION. 


Comparison of the “General Part” with Mathematics, though it 
rests simply on psychological experiences. How far, then, it is appro- 
priate to express politico-economic relations in algebraic formule. 
Explanation of the terms National Economy, Volkswirthschafislehre, 
Finance. Whether we can omit Economic Policy and Financial 
Science from Political Economy. Recommendation and characteriza- 
tion of the systems of Ad. Smith, J. B. Say, Ricardo, and Rau, and 
Patriotische Phantasieen of J. Miser, which are to be used side by 


side with the lectures. 
Translated by W. J. ASHLEY. 
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